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REPORT
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[To accompany H.R. 3189]

[Including cost estimate of the Congressional Budget Office]

The Committee on Financial Services, to whom was referred the
bill (H.R. 3189) to amend the Federal Reserve Act to establish re-
quirements for policy rules and blackout periods of the Federal
Open Market Committee, to establish requirements for certain ac-
tivities of the Board of Governors of the Federal Reserve System,
and to amend title 31, United States Code, to reform the manner
in which the Board of Governors of the Federal Reserve System is
audited, and for other purposes, having considered the same, report
favorably thereon with an amendment and recommend that the bill
as amended do pass.

The amendment is as follows:

Strike all after the enacting clause and insert the following:

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the “Fed Oversight Reform and Mod-
ernization Act of 2015” or the “FORM Act of 2015”.
(b) TABLE OF CONTENTS.—The table of contents for this Act is as follows:

Sec. 1. Short title; table of contents.

Sec. 2. Requirements for policy rules of the Federal Open Market Committee.

Sec. 3. Federal Open Market Committee blackout period.

Sec. 4. Membership of Federal Open Market Committee.

Sec. 5. Requirements for stress tests and supervisory letters for the Board of Governors of the Federal Reserve
System.
6. Frequency of testimony of the Chairman of the Board of Governors of the Federal Reserve System to
Congress.
7. Vice Chairman for Supervision report requirement.
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Sec. 8. Economic analysis of regulations of the Board of Governors of the Federal Reserve System.

Sec. 9. Salaries, financial disclosures, and office staff of the Board of Governors of the Federal Reserve System.

Sec. 10. Requirements for international processes.

Sec. 11. Amendments to powers of the Board of Governors of the Federal Reserve System.

Sec. 12. Interest rates on balances maintained at a Federal Reserve bank by depository institutions established
by Federal Open Market Committee.

Sec. 13. Audit reform and transparency for the Board of Governors of the Federal Reserve System.

SEC. 2. REQUIREMENTS FOR POLICY RULES OF THE FEDERAL OPEN MARKET COMMITTEE.

The Federal Reserve Act (12 U.S.C. 221 et seq.) is amended by inserting after sec-
tion 2B the following new section:

“SEC. 2C. DIRECTIVE POLICY RULES OF THE FEDERAL OPEN MARKET COMMITTEE.

“(a) DEFINITIONS.—In this section the following definitions shall apply:

“(1) APPROPRIATE CONGRESSIONAL COMMITTEES.—The term ‘appropriate con-
gressional committees’ means the Committee on Financial Services of the House
of Representatives and the Committee on Banking, Housing, and Urban Affairs
of the Senate.

“(2) DIRECTIVE POLICY RULE.—The term ‘Directive Policy Rule’ means a policy
rule developed by the Federal Open Market Committee that meets the require-
ments of subsection (c¢) and that provides the basis for the Open Market Oper-
ations Directive.

“(3) GDP.—The term ‘GDP’ means the gross domestic product of the United
States as computed and published by the Department of Commerce.

“(4) INTERMEDIATE POLICY INPUT.—The term ‘Intermediate Policy Input’—

“(A) may include any variable determined by the Federal Open Market
Committee as a necessary input to guide open-market operations;

“(B) shall include an estimate of, and the method of calculation for, the
current rate of inflation or current inflation expectations; and

“(C) shall include, specifying whether the variable or estimate is histor-
ical, current, or a forecast and the method of calculation, at least one of—

“(1) an estimate of real GDP, nominal GDP, or potential GDP;

“(i1) an estimate of the monetary aggregate compiled by the Board of
Governors of the Federal Reserve System and Federal reserve banks;
or

“(iii) an interactive variable or a net estimate composed of the esti-
mates described in clauses (i) and (ii).

“(5) LEGISLATIVE DAY.—The term ‘legislative day’ means a day on which ei-
ther House of Congress is in session.

“(6) OPEN MARKET OPERATIONS DIRECTIVE.—The term ‘Open Market Oper-
ations Directive’ means an order to achieve a specified Policy Instrument Target
provided to the Federal Reserve Bank of New York by the Federal Open Market
Committee pursuant to powers authorized under section 14 of this Act that
guide open-market operations.

“(7) PoLICY INSTRUMENT.—The term ‘Policy Instrument’ means—

“(A) the nominal Federal funds rate;

“(B) the nominal rate of interest paid on nonborrowed reserves; or

“(C) the discount window primary credit interest rate most recently pub-
lished on the Federal Reserve Statistical Release on selected interest rates
(daily or weekly), commonly referred to as the H.15 release.

“(8) POLICY INSTRUMENT TARGET.—The term ‘Policy Instrument Target’ means
the target for the Policy Instrument specified in the Open Market Operations
Directive.

“(9) REFERENCE POLICY RULE.—The term ‘Reference Policy Rule’ means a cal-
culation of the nominal Federal funds rate as equal to the sum of the following:

“(A) The rate of inflation over the previous four quarters.

“(B) One-half of the percentage deviation of the real GDP from an esti-
mate of potential GDP.

“(C) One-half of the difference between the rate of inflation over the pre-
vious four quarters and two percent.

“(D) Two percent.

“(b) SUBMITTING A DIRECTIVE PoLicY RULE.—Not later than 48 hours after the
end of a meeting of the Federal Open Market Committee, the Chairman of the Fed-
eral Open Market Committee shall submit to the appropriate congressional commit-
tees and the Comptroller General of the United States a Directive Policy Rule and
a statement that identifies the members of the Federal Open Market Committee
who voted in favor of the Rule.

“(c) REQUIREMENTS FOR A DIRECTIVE PoricY RULE.—A Directive Policy Rule
shall—

“(1) identify the Policy Instrument the Directive Policy Rule is designed to
target;



3

“(2) describe the strategy or rule of the Federal Open Market Committee for
the systematic quantitative adjustment of the Policy Instrument Target to re-
spond to a change in the Intermediate Policy Inputs;

“(3) include a function that comprehensively models the interactive relation-
ship between the Intermediate Policy Inputs;

“(4) include the coefficients of the Directive Policy Rule that generate the cur-
rent Policy Instrument Target and a range of predicted future values for the
Policy Instrument Target if changes occur in any Intermediate Policy Input;

“(5) describe the procedure for adjusting the supply of bank reserves to
achieve the Policy Instrument Target;

“(6) include a statement as to whether the Directive Policy Rule substantially
conforms to the Reference Policy Rule and, if applicable—

“(A) an explanation of the extent to which it departs from the Reference
Policy Rule;

“(B) a detailed justification for that departure; and

“(C) a description of the circumstances under which the Directive Policy
Rule may be amended in the future;

“(7) include a certification that such Rule is expected to support the economy
in achieving stable prices and maximum natural employment over the long
term; and

“(8) include a calculation that describes with mathematical precision the ex-
pected annual inflation rate over a 5-year period.

“(d) GAO REPORT.—The Comptroller General of the United States shall compare
the Directive Policy Rule submitted under subsection (b) with the rule that was
most recently submitted to determine whether the Directive Policy Rule has materi-
ally changed. If the Directive Policy Rule has materially changed, the Comptroller
General shall, not later than 7 days after each meeting of the Federal Open Market
Committee, prepare and submit a compliance report to the appropriate congres-
sional committees specifying whether the Directive Policy Rule submitted after that
meeting and the Federal Open Market Committee are in compliance with this sec-
tion.

“(e) CHANGING MARKET CONDITIONS.—

“(1) RULE OF CONSTRUCTION.—Nothing in this Act shall be construed to re-
quire that the plans with respect to the systematic quantitative adjustment of
the Policy Instrument Target described under subsection (c)(2) be implemented
if the Federal Open Market Committee determines that such plans cannot or
should not be achieved due to changing market conditions.

“(2) GAO APPROVAL OF UPDATE.—Upon determining that plans described in
paragraph (1) cannot or should not be achieved, the Federal Open Market Com-
mittee shall submit an explanation for that determination and an updated
version of the Directive Policy Rule to the Comptroller General of the United
States and the appropriate congressional committees not later than 48 hours
after making the determination. The Comptroller General shall, not later than
48 hours after receiving such updated version, prepare and submit to the appro-
priate congressional committees a compliance report determining whether such
updated version and the Federal Open Market Committee are in compliance
with this section.

“(f) DIRECTIVE PorLicY RULE AND FEDERAL OPEN MARKET COMMITTEE NOT IN
COMPLIANCE.—

“(1) IN GENERAL.—If the Comptroller General of the United States determines
that the Directive Policy Rule and the Federal Open Market Committee are not
in compliance with this section in the report submitted pursuant to subsection
(d), or that the updated version of the Directive Policy Rule and the Federal
Open Market Committee are not in compliance with this section in the report
submitted pursuant to subsection (e)(2), the Chairman of the Board of Gov-
ernors of the Federal Reserve System shall, if requested by the chairman of ei-
ther of the appropriate congressional committees, not later than 7 legislative
days after such request, testify before such committee as to why the Directive
Policy Rule, the updated version, or the Federal Open Market Committee is not
in compliance.

“(2) GAO AuDpIT.—Notwithstanding subsection (b) of section 714 of title 31,
United States Code, upon submitting a report of noncompliance pursuant to
subsection (d) or subsection (e)(2) and after the period of 7 legislative days de-
scribed in paragraph (1), the Comptroller General shall audit the conduct of
monetary policy by the Board of Governors of the Federal Reserve System and
the Federal Open Market Committee upon request of the appropriate congres-
sional committee. Such committee may specify the parameters of such audit.

“(g) CONGRESSIONAL HEARINGS.—The Chairman of the Board of Governors of the
Federal Reserve System shall, if requested by the chairman of either of the appro-
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priate congressional committees and not later than 7 legislative days after such re-
quest, appear before such committee to explain any change to the Directive Policy

g

Rule.”.
SEC. 3. FEDERAL OPEN MARKET COMMITTEE BLACKOUT PERIOD.

Section 12A of the Federal Reserve Act (12 U.S.C. 263) is amended by adding at
the end the following new subsection:
“(d) BLACKOUT PERIOD.—

“(1) IN GENERAL.—During a blackout period, the only public communications
that may be made by members and staff of the Committee with respect to mac-
roeconomic or financial developments or about current or prospective monetary
policy issues are the following:

“(A) The dissemination of published data, surveys, and reports that have
been cleared for publication by the Board of Governors of the Federal Re-
serve System.

“(B) Answers to technical questions specific to a data release.

“(C) Communications with respect to the prudential or supervisory func-
tions of the Board of Governors.

“(2) BLACKOUT PERIOD DEFINED.—For purposes of this subsection, and with
respect to a meeting of the Committee described under subsection (a), the term
‘blackout period’ means the time period that—

“(A) begins immediately after midnight on the day that is one week prior
to the date on which such meeting takes place; and

“(B) ends at midnight on the day after the date on which such meeting
takes place.

“(3) EXEMPTION FOR CHAIRMAN OF THE BOARD OF GOVERNORS.—Nothing in
this section shall prohibit the Chairman of the Board of Governors of the Fed-
eral Reserve System from participating in or issuing public communications.”.

SEC. 4. MEMBERSHIP OF FEDERAL OPEN MARKET COMMITTEE.

Section 12A(a) of the Federal Reserve Act (12 U.S.C. 263(a)) is amended—

(1) in the first sentence, by striking “five” and inserting “six”;

(2) in the second sentence, by striking “One by the board of directors” and
all that follows through the period at the end and inserting the following: “One
by the boards of directors of the Federal Reserve Banks of New York and Bos-
ton; one by the boards of directors of the Federal Reserve Banks of Philadelphia
and Cleveland; one by the boards of directors of the Federal Reserve Banks of
Richmond and Atlanta; one by the boards of directors of the Federal Reserve
Banks of Chicago and St. Louis; one by the boards of directors of the Federal
Reserve Banks of Minneapolis and Kansas City; and one by the boards of direc-
tors of the Federal Reserve Banks of Dallas and San Francisco.”; and

(3) by inserting after the second sentence the following: “In odd numbered cal-
endar years, one representative shall be elected from each of the Federal Re-
serve Banks of Boston, Philadelphia, Richmond, Chicago, Minneapolis, and Dal-
las. In even-numbered calendar years, one representative shall be elected from
each of the Federal Reserve Banks of New York, Cleveland, Atlanta, St. Louis,
Kansas City, and San Francisco.”.

SEC. 5. REQUIREMENTS FOR STRESS TESTS AND SUPERVISORY LETTERS FOR THE BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM.

(a) STRESS TEST RULEMAKING, GAO REVIEW, AND PUBLICATION OF RESULTS.—Sec-
tion 1653)(1)(B) of the Dodd-Frank Wall Street Reform and Consumer Protection
Act (12 U.S.C. 5365(i1)(1)(B)) is amended—

(1) by amending clause (i) to read as follows:
“i) shall—

“(I) issue regulations, after providing for public notice and com-
ment, that provide for at least 3 different sets of conditions under
which the evaluation required by this subsection shall be con-
ducted, including baseline, adverse, and severely adverse, and
methodologies, including models used to estimate losses on certain
assets; and

“(II) provide copies of such regulations to the Comptroller Gen-
eral of the United States and the Panel of Economic Advisors of the
Congressional Budget Office before publishing such regulations;”;
and

(2) in clause (v), by inserting before the period the following: “, including any
results of a resubmitted test”.

(b) APPLICATION OF CCAR.—Section 165(i)(1) of such Act is further amended by
adding at the end the following new subparagraph:
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“(C) APPLICATION TO CCAR.—The requirements of subparagraph (B) shall
apply to all stress tests performed under the Comprehensive Capital Anal-
ysis and Review exercise established by the Board of Governors.”.

(c) PUBLICATION OF THE NUMBER OF SUPERVISORY LETTERS SENT TO THE LARGEST
BANK HOLDING COMPANIES.—Section 165 of such Act is further amended by adding
at the end the following new subsection:

“(1) PUBLICATION OF SUPERVISORY LETTER INFORMATION.—The Board of Governors
shall publicly disclose—

“(1) the aggregate number of supervisory letters sent to bank holding compa-
nies described in subsection (a) since the date of the enactment of this section,
and keep such number updated; and

“(2) the aggregate number of such letters that are designated as ‘Matters Re-
quiring Attention’ and the aggregate number of such letters that are designated

39

as ‘Matters Requiring Immediate Attention’.”.

SEC. 6. FREQUENCY OF TESTIMONY OF THE CHAIRMAN OF THE BOARD OF GOVERNORS OF
THE FEDERAL RESERVE SYSTEM TO CONGRESS.
(a) IN GENERAL.—Section 2B of the Federal Reserve Act (12 U.S.C. 225b) is
amended—
(1) by striking “semi-annual” each place it appears and inserting “quarterly”;
and
(2) in subsection (a)(2)—
(A) by inserting “and October 20” after “July 20” each place it appears;
and
(B) by inserting “and May 20” after “February 20” each place it appears.
(b) CONFORMING AMENDMENT.—Paragraph (12) of section 10 of the Federal Re-
serve Act (12 U.S.C. 247b(12)) is amended by striking “semi-annual” and inserting
“quarterly”.

SEC. 7. VICE CHAIRMAN FOR SUPERVISION REPORT REQUIREMENT.

Paragraph (12) of section 10 of the Federal Reserve Act (12 U.S.C. 247(b)) is
amended—
(1) by redesignating such paragraph as paragraph (11); and
(2) in such paragraph, by adding at the end the following: “In each such ap-
pearance, the Vice Chairman for Supervision shall provide written testimony
that includes the status of all pending and anticipated rulemakings that are
being made by the Board of Governors of the Federal Reserve System. If, at the
time of any appearance described in this paragraph, the position of Vice Chair-
man for Supervision is vacant, the Vice Chairman for the Board of Governors
of the Federal Reserve System (who has the responsibility to serve in the ab-
sence of the Chairman) shall appear instead and provide the required written
testimony. If, at the time of any appearance described in this paragraph, both
Vice Chairman positions are vacant, the Chairman of the Board of Governors
of the Federal Reserve System shall appear instead and provide the required
written testimony.”.

SEC. 8. ECONOMIC ANALYSIS OF REGULATIONS OF THE BOARD OF GOVERNORS OF THE FED-
ERAL RESERVE SYSTEM.

(a) AMENDMENT TO FEDERAL RESERVE ACT.—Section 11 of the Federal Reserve
Act (12 U.S.C. 248) is amended by inserting after subsection (1) the following new
subsection:

“(m) CONSIDERATION OF ECONOMIC IMPACTS.—

“(1) IN GENERAL.—Before issuing any regulation, the Board of Governors of
the Federal Reserve System shall—

“(A) clearly identify the nature and source of the problem that the pro-
posed regulation is designed to address and assess the significance of that
problem;

“(B) assess whether any new regulation is warranted or, with respect to
a proposed regulation that the Board of Governors is required to issue by
statute and with respect to which the Board has the authority to exempt
certain persons from the application of such regulation, compare—

“(1) the costs and benefits of the proposed regulation; and

“(i1) the costs and benefits of a regulation under which the Board ex-
empts all persons from the application of the proposed regulation, to
the extent the Board is able;

“(C) assess the qualitative and quantitative costs and benefits of the pro-
posed regulation and propose or adopt a regulation only on a reasoned de-
termination that the benefits of the proposed regulation outweigh the costs
of the regulation;
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“(D) identify and assess available alternatives to the proposed regulation
that were considered, including any alternative offered by a member of the
Board of Governors of the Federal Reserve System or the Federal Open
Market Committee and including any modification of an existing regulation,
together with an explanation of why the regulation meets the regulatory ob-
jectives more effectively than the alternatives; and

“(E) ensure that any proposed regulation is accessible, consistent, written
in plain language, and easy to understand and shall measure, and seek to
improve, the actual results of regulatory requirements.

“(2) CONSIDERATIONS AND ACTIONS.—

“(A) REQUIRED ACTIONS.—In deciding whether and how to regulate, the
Board shall assess the costs and benefits of available regulatory alter-
natives, including the alternative of not regulating, and choose the ap-
proach that maximizes net benefits. Specifically, the Board shall—

“(i) evaluate whether, consistent with achieving regulatory objectives,
the regulation is tailored to impose the least impact on the availability
of credit and economic growth and to impose the least burden on soci-
ety, including market participants, individuals, businesses of different
sizes, and other entities (including State and local governmental enti-
ties), taking into account, to the extent practicable, the cumulative
costs of regulations;

“(i1) evaluate whether the regulation is inconsistent, incompatible, or
duplicative of other Federal regulations; and

“(iii) with respect to a proposed regulation that the Board is required
to issue by statute and with respect to which the Board has the author-
ity to exempt certain persons from the application of such regulation,
compare—

“(I) the costs and benefits of the proposed regulation; and

“(II) the costs and benefits of a regulation under which the Board
exempts all persons from the application of the proposed regula-
tion, to the extent the Board is able.

“(B) ADDITIONAL CONSIDERATIONS.—In addition, in making a reasoned de-
termination of the costs and benefits of a proposed regulation, the Board
shall, to the extent that each is relevant to the particular proposed regula-
tion, take into consideration the impact of the regulation, including sec-
ondary costs such as an increase in the cost or a reduction in the avail-
ability of credit or investment services or products, on—

“(i) the safety and soundness of the United States banking system;

“(i1) market liquidity in securities markets;

“(iii) small businesses;

“(iv) community banks;

“(v) economic growth;

“(vi) cost and access to capital;

“(vii) market stability;

“(viii) global competitiveness;

“(ix) job creation;

“(x) the effectiveness of the monetary policy transmission mechanism;
and

“(xi) employment levels.

“(3) EXPLANATION AND COMMENTS.—The Board shall explain in its final rule
the nature of comments that it received and shall provide a response to those
comments in its final rule, including an explanation of any changes that were
made in response to those comments and the reasons that the Board did not
incorporate concerns related to the potential costs or benefits in the final rule.

“(4) POSTADOPTION IMPACT ASSESSMENT.—

“(A) IN GENERAL.—Whenever the Board adopts or amends a regulation
designated as a ‘major rule’ within the meaning of section 804(2) of title 5,
United States Code, it shall state, in its adopting release, the following:

“(i) The purposes and intended consequences of the regulation.

“(i1) The assessment plan that will be used, consistent with the re-
quirements of subparagraph (B), to assess whether the regulation has
achieved the stated purposes.

“(ii) Appropriate postimplementation quantitative and qualitative
metrics to measure the economic impact of the regulation and the ex-
tent to which the regulation has accomplished the stated purpose of the
regulation.

“(iv) Any reasonably foreseeable indirect effects that may result from
the regulation.

“(B) REQUIREMENTS OF ASSESSMENT PLAN AND REPORT.—
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“(i) REQUIREMENTS OF PLAN.—The assessment plan required under
this paragraph shall consider the costs, benefits, and intended and un-
intended consequences of the regulation. The plan shall specify the
data to be collected, the methods for collection and analysis of the data,
and a date for completion of the assessment. The assessment plan shall
include an analysis of any jobs added or lost as a result of the regula-
tion, differentiating between public and private sector jobs.

“(i1) SUBMISSION AND PUBLICATION OF REPORT.—The Board shall, not
later than 2 years after the publication of the adopting release, publish
the assessment plan in the Federal Register for notice and comment.
If the Board determines, at least 90 days before the deadline for publi-
cation of the assessment plan, that an extension is necessary, the
Board shall publish a notice of such extension and the specific reasons
why the extension is necessary in the Federal Register. Any material
modification of the assessment plan, as necessary to assess unforeseen
aspects or consequences of the regulation, shall be promptly published
in the Federal Register for notice and comment.

“(iii) DATA COLLECTION NOT SUBJECT TO NOTICE AND COMMENT RE-
QUIREMENTS.—If the Board has published the assessment plan for no-
tice and comment at least 30 days before the adoption of a regulation
designated as a major rule, the collection of data under the assessment
plan shall not be subject to the notice and comment requirements in
section 3506(c) of title 44, United States Code (commonly referred to as
the Paperwork Reduction Act). Any material modification of the plan
that requires collection of data not previously published for notice and
comment shall also be exempt from such requirements if the Board has
published notice in the Federal Register for comment on the additional
data to be collected, at least 30 days before the initiation of data collec-
tion.

“(iv) FINAL ACTION.—Not later than 180 days after publication of the
assessment plan in the Federal Register, the Board shall issue for no-
tice and comment a proposal to amend or rescind the regulation, or
shall publish a notice that the Board has determined that no action will
be taken on the regulation. Such a notice will be deemed a final agency
action.

“(5) COVERED REGULATIONS AND OTHER ACTIONS.—Solely as used in this sub-
section, the term ‘regulation’—

“(A) means a statement of general applicability and future effect that is
designed to implement, interpret, or prescribe law or policy, or to describe
the procedure or practice requirements of the Board of Governors, including
rules, orders of general applicability, interpretive releases, and other state-
ments of general applicability that the Board of Governors intends to have
the force and effect of law; and

“(B) does not include—

“{d) a regulation issued in accordance with the formal rulemaking
provisions of section 556 or 557 of title 5, United States Code;

“(i1) a regulation that is limited to the organization, management, or
personnel matters of the Board of Governors;

“(iii) a regulation promulgated pursuant to statutory authority that
expressly prohibits compliance with this provision; or

“(iv) a regulation that is certified by the Board of Governors to be an
emergency action, if such certification is published in the Federal Reg-
ister.”.

(b) RULE OF CONSTRUCTION.—Nothing in this section shall apply to the require-
ments regarding the conduct of monetary policy described in section 2.

SEC. 9. SALARIES, FINANCIAL DISCLOSURES, AND OFFICE STAFF OF THE BOARD OF GOV-
ERNORS OF THE FEDERAL RESERVE SYSTEM.
(a) IN GENERAL.—Section 11 of the Federal Reserve Act (12 U.S.C. 248) is amend-
ed—
(1) by redesignating the second subsection (s) (relating to “Assessments, Fees,
and Other Charges for Certain Companies”) as subsection (t); and
(2) by adding at the end the following new subsections:
“(u) ETHICS STANDARDS FOR MEMBERS AND EMPLOYEES.—
“(1) PROHIBITED AND RESTRICTED FINANCIAL INTERESTS AND TRANSACTIONS.—
The members and employees of the Board of Governors of the Federal Reserve
System shall be subject to the provisions under section 4401.102 of title 5, Code
of Federal Regulations, to the same extent as such provisions apply to an em-
ployee of the Securities and Exchange Commission.
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“(2) TREATMENT OF BROKERAGE ACCOUNTS AND AVAILABILITY OF ACCOUNT
STATEMENTS.—The members and employees of the Board of Governors of the
Federal Reserve System shall—

“(A) disclose all brokerage accounts that they maintain, as well as those
in which they control trading or have a financial interest (including man-
aged accounts, trust accounts, investment club accounts, and the accounts
of spouses or minor children who live with the member or employee); and

“(B) with respect to any securities account that the member or employee
is required to disclose to the Board of Governors, authorize their brokers
and dealers to send duplicate account statements directly to Board of Gov-
ernors.

“(3) PROHIBITIONS RELATED TO OUTSIDE EMPLOYMENT AND ACTIVITIES.—The
members and employees of the Board of Governors of the Federal Reserve Sys-
tem shall be subject to the prohibitions related to outside employment and ac-
tivities described under section 4401.103(c) of title 5, Code of Federal Regula-
tions, to the same extent as such prohibitions apply to an employee of the Secu-
rities and Exchange Commission.

“(4) ADDITIONAL ETHICS STANDARDS.—The members and employees of the
Board of Governors of the Federal Reserve System shall be subject to—

“(A) the employee responsibilities and conduct regulations of the Office of
Personnel Management under part 735 of title 5, Code of Federal Regula-
tions;

“(B) the canons of ethics contained in subpart C of part 200 of title 17,
Code of Federal Regulations, to the same extent as such subpart applies to
the employees of the Securities and Exchange Commission; and

“(C) the regulations concerning the conduct of members and employees
and former members and employees contained in subpart M of part 200 of
title 17, Code of Federal Regulations, to the same extent as such subpart
applies to the employees of the Securities and Exchange Commission.

“(v) DISCLOSURE OF STAFF SALARIES AND FINANCIAL INFORMATION.—The Board of
Governors of the Federal Reserve System shall make publicly available, on the
website of the Board of Governors, a searchable database that contains the names
of all members, officers, and employees of the Board of Governors who receive an
annual salary in excess of the annual rate of basic pay for GS-15 of the General
Schedule, and—

“(1) the yearly salary information for such individuals, along with any non-
salary compensation received by such individuals; and

“(2) any financial disclosures required to be made by such individuals.”.

(b) OFFICE STAFF FOR EACH MEMBER OF THE BOARD OF GOVERNORS.—Subsection
(1) of section 11 of the Federal Reserve Act (12 U.S.C. 248) is amended by adding
at the end the following: “Each member of the Board of Governors of the Federal
Reserve System may employ, at a minimum, 2 individuals, with such individuals
selected by such member and the salaries of such individuals set by such member.
A member may employ additional individuals as determined necessary by the Board
of Governors.”.

SEC. 10. REQUIREMENTS FOR INTERNATIONAL PROCESSES.

(a) BOARD OF GOVERNORS REQUIREMENTS.—Section 11 of the Federal Reserve Act
(12 U.S.C. 248), as amended by section 9 of this Act, is further amended by adding
at the end the following new subsection:

“(w) INTERNATIONAL PROCESSES.—

“(1) NOTICE OF PROCESS; CONSULTATION.—At least 30 calendar days before
any member or employee of the Board of Governors of the Federal Reserve Sys-
tem participates in a process of setting financial standards as a part of any for-
eign or multinational entity, the Board of Governors shall—

“(A) issue a notice of the process, including the subject matter, scope, and
goals of the process, to the Committee on Financial Services of the House
of Representatives and the Committee on Banking, Housing, and Urban Af-
fairs of the Senate;

“(B) make such notice available to the public, including on the website
of the Board of Governors; and

“(C) solicit public comment, and consult with the committees described
under subparagraph (A), with respect to the subject matter, scope, and
goals of the process.

“(2) PUBLIC REPORTS ON PROCESS.—After the end of any process described
under paragraph (1), the Board of Governors shall issue a public report on the
topics that were discussed during the process and any new or revised
rulemakings or policy changes that the Board of Governors believes should be
implemented as a result of the process.



9

“(3) NOTICE OF AGREEMENTS; CONSULTATION.—At least 90 calendar days be-
fore any member or employee of the Board of Governors of the Federal Reserve
System participates in a process of setting financial standards as a part of any
foreign or multinational entity, the Board of Governors shall—

“(A) issue a notice of agreement to the Committee on Financial Services
of the House of Representatives and the Committee on Banking, Housing,
and Urban Affairs of the Senate;

“(B) make such notice available to the public, including on the website
of the Board of Governors; and

“(C) consult with the committees described under subparagraph (A) with
respect to the nature of the agreement and any anticipated effects such
agreement will have on the economy.

“(4) DEFINITION.—For purposes of this subsection, the term ‘process’ shall in-
clude any official proceeding or meeting on financial regulation of a recognized
international organization with authority to set financial standards on a global
or regional level, including the Financial Stability Board, the Basel Committee
on Banking Supervision (or a similar organization), and the International Asso-
ciation of Insurance Supervisors (or a similar organization).”.

(b) FDIC REQUIREMENTS.—The Federal Deposit Insurance Act (12 U.S.C. 1811 et
seq.) is amended by adding at the end the following new section:

“SEC. 51. INTERNATIONAL PROCESSES.

“(a) NOTICE OF PROCESS; CONSULTATION.—At least 30 calendar days before the
Board of Directors participates in a process of setting financial standards as a part
of any foreign or multinational entity, the Board of Directors shall—

“(1) issue a notice of the process, including the subject matter, scope, and
goals of the process, to the Committee on Financial Services of the House of
Representatives and the Committee on Banking, Housing, and Urban Affairs of
the Senate;

“(2) make such notice available to the public, including on the website of the
Corporation; and

“(3) solicit public comment, and consult with the committees described under
paragraph (1), with respect to the subject matter, scope, and goals of the proc-
ess.

“(b) PuBLIC REPORTS ON PROCESS.—After the end of any process described under
subsection (a), the Board of Directors shall issue a public report on the topics that
were discussed at the process and any new or revised rulemakings or policy changes
that the Board of Directors believes should be implemented as a result of the proc-
ess.

“(c) NOTICE OF AGREEMENTS; CONSULTATION.—At least 90 calendar days before
the Board of Directors participates in a process of setting financial standards as a
part of any foreign or multinational entity, the Board of Directors shall—

“(1) issue a notice of agreement to the Committee on Financial Services of the
House of Representatives and the Committee on Banking, Housing, and Urban
Affairs of the Senate;

“(2) make such notice available to the public, including on the website of the
Corporation; and

“(3) consult with the committees described under paragraph (1) with respect
to the nature of the agreement and any anticipated effects such agreement will
have on the economy.

“(d) DEFINITION.—For purposes of this section, the term ‘process’ shall include any
official proceeding or meeting on financial regulation of a recognized international
organization with authority to set financial standards on a global or regional level,
including the Financial Stability Board, the Basel Committee on Banking Super-
vision (or a similar organization), and the International Association of Insurance Su-
pervisors (or a similar organization).”.

(¢) TREASURY REQUIREMENTS.—Section 325 of title 31, United States Code, is
amended by adding at the end the following new subsection:

“(d) INTERNATIONAL PROCESSES.—

“(1) NOTICE OF PROCESS; CONSULTATION.—At least 30 calendar days before the
Secretary participates in a process of setting financial standards as a part of
any foreign or multinational entity, the Secretary shall—

“(A) issue a notice of the process, including the subject matter, scope, and
goals of the process, to the Committee on Financial Services of the House
of Representatives and the Committee on Banking, Housing, and Urban Af-
fairs of the Senate;

“(B) make such notice available to the public, including on the website
of the Department of the Treasury; and
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“(C) solicit public comment, and consult with the committees described
under subparagraph (A), with respect to the subject matter, scope, and
goals of the process.

“(2) PUBLIC REPORTS ON PROCESS.—After the end of any process described
under paragraph (1), the Secretary shall issue a public report on the topics that
were discussed at the process and any new or revised rulemakings or policy
changes that the Secretary believes should be implemented as a result of the
process.

“(3) NOTICE OF AGREEMENTS; CONSULTATION.—A¢t least 90 calendar days be-
fore the Secretary participates in a process of setting financial standards as a
part of any foreign or multinational entity, the Secretary shall—

“(A) issue a notice of agreement to the Committee on Financial Services
of the House of Representatives and the Committee on Banking, Housing,
and Urban Affairs of the Senate;

“(B) make such notice available to the public, including on the website
of the Department of the Treasury; and

“(C) consult with the committees described under subparagraph (A) with
respect to the nature of the agreement and any anticipated effects such
agreement will have on the economy.

“(4) DEFINITION.—For purposes of this subsection, the term ‘process’ shall in-
clude any official proceeding or meeting on financial regulation of a recognized
international organization with authority to set financial standards on a global
or regional level, including the Financial Stability Board, the Basel Committee
on Banking Supervision (or a similar organization), and the International Asso-
ciation of Insurance Supervisors (or a similar organization).”.

(d) OCC REQUIREMENTS.—Chapter 1 of title LXII of the Revised Statutes of the
United States (12 U.S.C. 21 et seq.) is amended—
(1) by adding at the end the following new section:

“SEC. 5156B. INTERNATIONAL PROCESSES.

“(a) NOTICE OF PROCESS; CONSULTATION.—At least 30 calendar days before the
Comptroller of the Currency participates in a process of setting financial standards
as a part of any foreign or multinational entity, the Comptroller of the Currency
shall—

“(1) issue a notice of the process, including the subject matter, scope, and
goals of the process, to the Committee on Financial Services of the House of
Representatives and the Committee on Banking, Housing, and Urban Affairs of
the Senate;

“(2) make such notice available to the public, including on the website of the
Office of the Comptroller of the Currency; and

“(3) solicit public comment, and consult with the committees described under
paragraph (1), with respect to the subject matter, scope, and goals of the proc-
ess.

“(b) PuBLIC REPORTS ON PROCESS.—After the end of any process described under
subsection (a), the Comptroller of the Currency shall issue a public report on the
topics that were discussed at the process and any new or revised rulemakings or
policy changes that the Comptroller of the Currency believes should be implemented
as a result of the process.

“(c) NOTICE OF AGREEMENTS; CONSULTATION.—At least 90 calendar days before
the Comptroller of the Currency participates in a process of setting financial stand-
ards as a part of any foreign or multinational entity, the Board of Directors shall—

“(1) issue a notice of agreement to the Committee on Financial Services of the
House of Representatives and the Committee on Banking, Housing, and Urban
Affairs of the Senate;

“(2) make such notice available to the public, including on the website of the
Office of the Comptroller of the Currency; and

“(3) consult with the committees described under paragraph (1) with respect
to the nature of the agreement and any anticipated effects such agreement will
have on the economy.

“(d) DEFINITION.—For purposes of this section, the term ‘process’ shall include any
official proceeding or meeting on financial regulation of a recognized international
organization with authority to set financial standards on a global or regional level,
including the Financial Stability Board, the Basel Committee on Banking Super-
vision (or a similar organization), and the International Association of Insurance Su-
pervisors (or a similar organization).”; and

(2) in the table of contents for such chapter, by adding at the end the fol-
lowing new item:

“5156B. International processes.”.
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(e) SECURITIES AND EXCHANGE COMMISSION REQUIREMENTS.—Section 4 of the Se-
curities Exchange Act of 1934 (15 U.S.C. 78d) is amended by adding at the end the
following new subsection:

“(j) INTERNATIONAL PROCESSES.—

“(1) NOTICE OF PROCESS; CONSULTATION.—At least 30 calendar days before the
Commission participates in a process of setting financial standards as a part
of any foreign or multinational entity, the Commission shall—

“(A) issue a notice of the process, including the subject matter, scope, and
goals of the process, to the Committee on Financial Services of the House
of Representatives and the Committee on Banking, Housing, and Urban Af-
fairs of the Senate;

“(B) make such notice available to the public, including on the website
of the Commission; and

“(C) solicit public comment, and consult with the committees described
under subparagraph (A), with respect to the subject matter, scope, and
goals of the process.

“(2) PUBLIC REPORTS ON PROCESS.—After the end of any process described
under paragraph (1), the Commission shall issue a public report on the topics
that were discussed at the process and any new or revised rulemakings or pol-
icy changes that the Commission believes should be implemented as a result of
the process.

“(3) NOTICE OF AGREEMENTS; CONSULTATION.—At least 90 calendar days be-
fore the Commission participates in a process of setting financial standards as
a part of any foreign or multinational entity, the Commission shall—

“(A) issue a notice of agreement to the Committee on Financial Services
of the House of Representatives and the Committee on Banking, Housing,
and Urban Affairs of the Senate;

“(B) make such notice available to the public, including on the website
of the Commission; and

“(C) consult with the committees described under subparagraph (A) with
respect to the nature of the agreement and any anticipated effects such
agreement will have on the economy.

“(4) DEFINITION.—For purposes of this subsection, the term ‘process’ shall in-
clude any official proceeding or meeting on financial regulation of a recognized
international organization with authority to set financial standards on a global
or regional level, including the Financial Stability Board, the Basel Committee
on Banking Supervision (or a similar organization), and the International Asso-
ciation of Insurance Supervisors (or a similar organization).”.

SEC. 11. AMENDMENTS TO POWERS OF THE BOARD OF GOVERNORS OF THE FEDERAL RE-
SERVE SYSTEM.
(a) IN GENERAL.—Section 13(3) of the Federal Reserve Act (12 U.S.C. 343(3)) is
amended—
(1) in subparagraph (A)—

(A) by inserting “that pose a threat to the financial stability of the United
States” after “unusual and exigent circumstances”; and

(B) by inserting “and by the affirmative vote of not less than nine presi-
dents of the Federal reserve banks” after “five members”;

(2) in subparagraph (B)—

(A) in clause (i), by inserting at the end the following: “Federal reserve
banks may not accept equity securities issued by the recipient of any loan
or other financial assistance under this paragraph as collateral. Not later
than 6 months after the date of enactment of this sentence, the Board shall,
by rule, establish—

“(I) a method for determining the sufficiency of the collateral re-
quired under this paragraph;

“(II) acceptable classes of collateral;

“(IIT) the amount of any discount of such value that the Federal
reserve banks will apply for purposes of calculating the sufficiency
of collateral under this paragraph; and

“(IV) a method for obtaining independent appraisals of the value
of collateral the Federal reserve banks receive.”; and

(B) in clause (ii)—

(i) by striking the second sentence; and

(ii) by inserting after the first sentence the following: “A borrower
shall not be eligible to borrow from any emergency lending program or
facility unless the Board and all federal banking regulators with juris-
diction over the borrower certify that, at the time the borrower initially
borrows under the program or facility, the borrower is not insolvent.”;
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(3) by inserting “financial institution” before “participant” each place such
term appears;
(4) in subparagraph (D)(i), by inserting “financial institution” before “partici-
pants”; and
(5) by adding at the end the following new subparagraphs:
“(F) PENALTY RATE.—

“i) IN GENERAL.—Not later than 6 months after the date of enact-
ment of this subparagraph, the Board shall, with respect to a recipient
of any loan or other financial assistance under this paragraph, estab-
lish by rule a minimum interest rate on the principal amount of any
loan or other financial assistance.

“(i1) MINIMUM INTEREST RATE DEFINED.—In this subparagraph, the
term ‘minimum interest rate’ shall mean the sum of—

“(I) the average of the secondary discount rate of all Federal Re-
serve banks over the most recent 90-day period; and
“(II) the average of the difference between a distressed corporate
bond yield index (as defined by rule of the Board) and a bond yield
index of debt issued by the United States (as defined by rule of the
Board) over the most recent 90-day period.
“(G) FINANCIAL INSTITUTION PARTICIPANT DEFINED.—For purposes of this
paragraph, the term ‘financial institution participant'—

“(1) means a company that is predominantly engaged in financial ac-
tivities (as defined in section 102(a) of the Dodd-Frank Wall Street Re-
form and Consumer Protection Act (12 U.S.C. 5311(a))); and

“(i1) does not include an agency described in subparagraph (W) of sec-
tion 5312(a)(2) of title 31, United States Code, or an entity controlled
or sponsored by such an agency.”.

(b) CONFORMING AMENDMENT.—Section 11(r)(2)(A) of such Act is amended—
(1) in clause (i1)(IV), by striking “; and” and inserting a semicolon;
(2) in clause (iii), by striking the period at the end and inserting “; and”; and
(3) by adding at the end the following new clause:
“(iv) the available members secure the affirmative vote of not less than nine
presidents of the Federal reserve banks.”.

SEC. 12. INTEREST RATES ON BALANCES MAINTAINED AT A FEDERAL RESERVE BANK BY DE-
POSITORY INSTITUTIONS ESTABLISHED BY FEDERAL OPEN MARKET COMMITTEE.
Subparagraph (A) of section 19(b)(12) of the Federal Reserve Act (12 U.S.C.
461(b)(12)(A)) is amended by inserting “established by the Federal Open Market
Committee” after “rate or rates”.

SEC. 13. AUDIT REFORM AND TRANSPARENCY FOR THE BOARD OF GOVERNORS OF THE FED-
ERAL RESERVE SYSTEM.

(a) IN GENERAL.—Notwithstanding section 714 of title 31, United States Code, or
any other provision of law, the Comptroller General of the United States shall com-
plete an audit of the Board of Governors of the Federal Reserve System and the
Federal reserve banks under subsection (b) of such section 714 within 12 months
after the date of the enactment of this Act.

(b) REPORT.—

(1) IN GENERAL.—Not later than 90 days after the audit required pursuant
to subsection (a) is completed, the Comptroller General—

(A) shall submit to Congress a report on such audit; and

(B) shall make such report available to the Speaker of the House, the ma-
jority and minority leaders of the House of Representatives, the majority
and minority leaders of the Senate, the Chairman and Ranking Member of
the committee and each subcommittee of jurisdiction in the House of Rep-
resentatives and the Senate, and any other Member of Congress who re-
quests the report.

(2) CoNTENTS.—The report under paragraph (1) shall include a detailed de-
scription of the findings and conclusion of the Comptroller General with respect
to the audit that is the subject of the report, together with such recommenda-
tions for legislative or administrative action as the Comptroller General may de-
termine to be appropriate.

(¢) REPEAL OF CERTAIN LIMITATIONS.—Subsection (b) of section 714 of title 31,
United States Code, is amended by striking the second sentence.

(d) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) IN GENERAL.—Section 714 of title 31, United States Code, is amended—

(A) in subsection (d)(3), by striking “or (f)” each place such term appears;

(B) in subsection (e), by striking “the third undesignated paragraph of
section 13” and inserting “section 13(3)”; and

(C) by striking subsection (f).
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(2) FEDERAL RESERVE ACT.—Subsection (s) (relating to “Federal Reserve
Transparency and Release of Information”) of section 11 of the Federal Reserve
Act (12 U.S.C. 248) is amended—

(A) in paragraph (4)(A), by striking “has the same meaning as in section
714(f)(1)(A) of title 31, United States Code” and inserting “means a program
or facility, including any special purpose vehicle or other entity established
by or on behalf of the Board of Governors of the Federal Reserve System
or a Federal reserve bank, authorized by the Board of Governors under sec-
tion 13(3), that is not subject to audit under section 714(e) of title 31,
United States Code”;

(B) in paragraph (6), by striking “or in section 714(f)(3)(C) of title 31,
United States Code, the information described in paragraph (1) and infor-
mation concerning the transactions described in section 714(f) of such title,”
and inserting “the information described in paragraph (1)”; and

(C) in paragraph (7), by striking “and section 13(3)(C), section 714(f)(3)(C)
of title 31, United States Code, and” and inserting “, section 13(3)(C), and”.

SEC. 14. REPORTING REQUIREMENT FOR EXPORT-IMPORT BANK.

The Board of Governors of the Federal Reserve System shall include, as part of
the monthly Federal Reserve statistical release titled “Industrial Production or Ca-
pacity Utilization” (or any successor release), an analysis of—

(1) the impact on the index described in the statistical release due to the oper-
ation of the Export-Import Bank; and

(2) the amount of foreign industrial production supported by foreign export
credit agencies, using the same method used to measure industrial production
in the statistical release and scaled to be comparable to the industrial produc-
tion measurement for the United States.

SEC. 15. MEMBERSHIP OF BOARD OF DIRECTORS OF THE FEDERAL RESERVE BANKS.

Section 4 of the Federal Reserve Act (12 U.S.C. 302) is amended—

(1) in the eleventh undesignated paragraph (relating to Class B), by striking
“and consumers” and inserting “consumers, and traditionally underserved com-
munities and populations”; and

(2) in the twelfth undesignated paragraph (relating to Class C), by striking
“and consumers” and inserting “consumers, and traditionally underserved com-
munities and populations”.

PURPOSE AND SUMMARY

Introduced by Representative Huizenga, H.R. 3189, the “Fed
Oversight Reform and Modernization Act of 2015,” requires the
Federal Reserve to clearly explain differences between the actual
course of monetary policy and a reference policy rule.

H.R. 3189 also requires the Federal Reserve to conduct cost-ben-
efit analysis when it adopts new rules. The bill enhances the Fed-
eral Reserve’s accountability to Congress in the conduct of regu-
latory policy and requires transparency about the Federal Reserve’s
bank stress tests and about international financial regulatory nego-
tiations conducted by the Federal Reserve, the Treasury Depart-
ment, the Office of the Comptroller of the Currency (OCC), the Se-
curities and Exchange Commission (SEC), and the Federal Deposit
Insurance Corporation (FDIC). The bill further requires the Fed-
eral Reserve to disclose the salaries of highly paid employees, pro-
vides for at least two staff positions to advise each member of the
Board of Governors, and requires Fed employees to abide by the
same ethical requirements as other federal financial regulators.

H.R. 3189 reforms the “blackout period” governing when Federal
Reserve Governors and employees may publicly speak on certain
matters; alters the voting membership of the Federal Open Market
Committee (FOMC); and reforms the Federal Reserve’s emergency
lending powers under Section 13(3) of the Federal Reserve Act. Fi-
nally, the bill requires that the FOMC set interest rates on bal-
ances maintained at a Federal Reserve Bank by a depository insti-
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tution and enhances the Government Accountability Office’s
(GAO’s) authority to audit Federal Reserve operations.

BACKGROUND AND NEED FOR LEGISLATION

H.R. 3189 strengthens the Fed’s ability to achieve monetary pol-
icy outcomes consistent with its statutory mandates; enhances the
ability of Congress and others to assess the Fed’s fidelity to those
mandates; and protects the Fed from undue influence by the Exec-
utive Branch in setting monetary policy. The following provides
background concerning each of the substantive sections of the bill.

Sec. 2. Requirements for policy rules of the Federal Open Market
Committee

This section requires the Fed to generate a monetary policy rule
to provide added transparency about the factors leading to a future
rate recommendation, requires that the Fed compare its rule to the
“Taylor Rule” and explain any differences, and requires that the
GAO audit the Fed’s rule to determine if it complies with the cri-
teria set forth in the bill.

A monetary policy rule is an equation that shows exactly why the
Fed recommends a particular monetary policy course and allows
the public to predict how the Fed will change course in the future
depending on how the economy shifts. The Taylor Rule, developed
by Professor John Taylor, a Stanford economist and former Under-
secretary of the Treasury, is a popular example of a monetary pol-
icy rule. The Taylor Rule gives a precise interest rate recommenda-
tion based on changes in inflation and on the deviation of GDP
growth from historical trends.

If the Fed’s submission does not meet the bill’s requirements for
a valid rule, the bill allows the Financial Services Committee or
the Senate Banking Committee to instruct the GAO to conduct a
one-time audit of the Fed’s conduct of monetary policy along pa-
rameters specified by the requesting committee. Any time the Fed
updates its rule, or if the GAO determines at any time that the
rule does not comply with the statute, the bill requires the Fed
Chairman to testify upon request of the Financial Services Com-
mittee or the Senate Banking Committee.

In summary, this section establishes rules governing how the
Fed communicates monetary policy in order to make such policy
more transparent, but does not legislate any particular monetary
policy course.

Transparency

For some time, Fed Chair Janet Yellen has characterized mone-
tary policy decisions as being “data dependent” and, in recent testi-
mony before the Financial Services Committee, she observed that
“transparency is desirable” and insisted that the Fed is operating
in a transparent manner.

Despite acknowledging that monetary policy is “data dependent,”
the Fed has continued to operate in an opaque manner because it
publicly communicates economic outlooks that are so general that
almost no economic possibility can be dismissed. The Fed’s mone-
tary policy operations would be rendered significantly more trans-
parent if the public knew how the Fed translated economic data
into monetary policy.
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Economic opportunity deeply depends on how well the United
States manages its monetary services. Investors and consumers are
constantly looking for information about the integrity of those serv-
ices. Understandably, they want to know whether dollar-prices of
goods and services accurately reflect the real economic value of
those goods and services. When that information is incomplete or
biased, people have to guess about what is the best way to spend
or invest their money. That guessing compromises consumption
and investment decisions, and ultimately reduces economic oppor-
tunity.

In recent testimony before the Committee, Chair Yellen affirmed
the importance of transparent communication about monetary pol-
icy, stating that:

Transparency concerning the Federal Reserve’s conduct
of monetary policy is desirable, because better public un-
derstanding enhances the effectiveness of policy.

And in a Senate Banking Committee hearing earlier in 2015, the
prominent Federal Reserve historian, Dr. Allan Meltzer, described
how a monetary policy strategy (like that in Section 2 of H.R. 3189)
would effectively address Chair Yellen’s desire for a “better public
understanding” and thus more effective monetary policy:

Congress has to fulfill its obligation to monitor the Fed,
and it cannot do that now because the Chairman of the
Fed can come in here, as Alan Greenspan has said on occa-
sion, Paul Volcker has said on occasion, and they can tell
you whatever it is they wish, and it is very hard for you
to contradict them. So you need a rule which says, look,
you said you were going to do this, and you have not done
it. That requires an answer, and that I think is one of the
most important reasons why we need some kind of a rule.!

The economist Alan Blinder has also advocated for more trans-
parency, stating at an FOMC meeting during his tenure as Fed
Vice Chairman in the mid-1990s, “The public has a right to know
more about what the Federal Reserve is doing and why it is doing
it.”

Under the FORM Act, the Fed may still determine whatever
monetary policy course it deems appropriate, but it must give the
public a greater accounting of its actions and, in Professor Blinder’s
words, explain “why it is doing it.” Put another way, the legislation
requires the Fed to use a clear map of its own choosing to set the
course of monetary policy, and share that map with the public. And
as University of Chicago economist John Cochrane recently testi-
fied before the Subcommittee on Monetary Policy and Trade, this
requirement would actually strengthen the Fed’s independence:

The Fed worries a lot about Congress looking over its
shoulder. So I think by establishing a structure, a set of
rules, what you expect from the Fed . . . that is the kind
of deal that allows them to exercise the needed independ-

1Senate Banking Committee Hearing Entitled “Federal Reserve Accountability and Reform,”
March 3, 2015. Available at: http://www.banking.senate.gov/public/index.cfm?
FuseAction=Hearings.Hearing&Hearing ID=fbfdd8bb-2545-4243-b4c4-0524b9ecdafd.

2Meeting of the Federal Open Market Committee (Minutes), January 31-February 1, 1995.
Available at: http://www.federalreserve.gov/monetarypolicy/files/FOMC19950201meeting.pdf.
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ence on some things and limits them from going onto other
things.3

Requiring the Fed to transparently explain differences between
actual policy directives and a rigorously studied reference rule, ac-
cording to Dr. Meltzer and others, would improve the public’s un-
derstanding of monetary policy. That improvement can, in turn,
help people get goods and services to those who value them the
most. Section 2 of H.R. 3189 is intended to facilitate such enhanced
transparency.

Sec. 3. Federal Open Market Committee blackout period

This section clarifies that the blackout period associated with
meetings of the FOMC—a Federal Reserve policy that prohibits
Fed Governors and officials from speaking in public on any matter
during the week prior to an FOMC meeting and immediately fol-
lowing an FOMC meeting—begins immediately after midnight on
the day that is one week before the meeting and ends at midnight
on the day after the meeting takes place. It also clarifies that the
blackout period does not apply to answering technical questions
specific to data releases or to testimony regarding the Fed’s super-
visory and prudential functions.

Fed staff and employees have historically refused to testify or
provide briefings and documents on matters unrelated to monetary
policy during the blackout period. By clarifying that the Fed’s
blackout period does not apply to supervisory and regulatory activi-
ties, H.R. 3189 ensures that Congress may continue to conduct ap-
propriate and timely oversight of such matters.

Sec. 4. Membership of Federal Open Market Committee

This section reforms the FOMC’s voting membership. Under the
bill, voting members consist of the seven members of the Fed’s
Board of Governors and six of the twelve Fed District Bank Presi-
dents on a rotating basis. Thus, each District Bank president would
be a voting member of the FOMC every other year.

Enhancing the representation of district bank presidents on the
FOMC would promote a monetary policy that more strongly sup-
ports price stability. District presidents are nominated by their re-
spective boards of directors, the members of which are in part
elected by member bankers. These directors, as business leaders
who make fixed rate loans, have a relatively strong interest in
price stability.4

3 Quoted from Dr. Cochrane’s spoken testimony before the House Subcommittee on Monetary
Policy and Trade, Committee on Financial Services, Washington, DC, Jul 22, 2015.

4To succeed as a foundation for economic opportunity, money must serve as a store of value.
Fortunately, our monetary authority’s dual mandate includes the objective of long-run price sta-
bility. Unfortunately, the FOMC’s judgment that two percent inflation is consistent with this
mandate can put price stability and thus economic opportunity at risk.

Savers appreciate the power of compounding interest—that is, setting aside a dollar today not
only can earn interest, doing so can earn interest on interest and thus quicken the pace at which
savings goals can be fulfilled. But individuals saving for a child’s college education may be rel-
atively worse off under the FOMC’s two percent inflation goal. A dollar set aside today for edu-
cation in the future will be worth only $0.70 by the time a newborn enters college. That rep-
resents a 30% loss in purchasing power, which appears inconsistent with the Fed’s statutory
mandate to maintain price stability over the long term.
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Sec. 5. Requirements for stress tests and supervisory letters for the
Board of Governors of the Federal Reserve System

This section requires the Fed to issue regulations, after providing
for public notice and comment, for stress tests conducted under
Section 165 of the Dodd-Frank Act. This section also requires the
publication of the aggregate number of supervisory letters sent to
large bank holding companies subject to Fed supervision pursuant
to Section 165.

Under the Dodd-Frank Act, certain large bank holding compa-
nies, state member banks, savings and loan holding companies,
and nonbank financial companies designated as systemically sig-
nificant undergo regular stress tests. Fed Governor Daniel Tarullo
has described these exercises as a “key tool to ensure that financial
companies have enough capital to weather a severe economic down-
turn without posing a risk to their communities, other financial in-
stitutions, or to the general economy.”5 Thus, stress tests are in-
tended to “describe hypothetical baseline, adverse, and severely ad-
verse conditions, with paths for key macroeconomic and financial
variables.” ¢ The historical data on which the Fed bases its stress
testing scenarios runs from 1976 to the present day.

Recent reports indicate that the Fed’s stress test process has be-
come increasingly arbitrary, where a focus on unpredictable “quali-
tative factors” has been replacing the quantitative process, where
Fed Board staff in Washington are arbitrarily overruling the Fed
District bank examiners who conduct the initial tests, and where
stress tests are replacing capital standards and other prudential
measures as the primary tool of large bank supervision. In testi-
mony before the Financial Services Committee on July 23, 2015,
Columbia University Professor Charles Calomiris described the
stress testing process as a “Kafkaesque Kabuki drama in which
regulators punish banks for failing to meet standards that are
never stated.” 7 By requiring the Fed to undertake a rulemaking re-
lating to stress tests, H.R. 3189 will facilitate greater transparency
regarding such stress tests.

Sec. 6. Frequency of testimony of the Chairman of the Board of Gov-
ernors of the Federal Reserve System to Congress

This section requires the Fed Chairman to testify before the Fi-
nancial Services Committee and the Senate Banking Committee on
a quarterly basis (rather than semi-annually as provided under
current law). By increasing the Chair’s testimonial requirement,
Congress may better ensure that the Fed is implementing mone-
tary policy consistent with its statutory mandates. In addition,
more frequent testimony will ensure that Congress remains on an
equal footing with the Executive Branch for purposes of overseeing
Fed operations. Currently, the Fed Chair meets with the Treasury

5Press Release, Fed. Reserve Sys., Federal Reserve Board Publishes Two Final Rules with
Stress Testing Requirements for Certain Bank Holding Companies, State Member Banks, and
Savings and Loan Holding Companies (Oct. 9, 2012), available at http://www.federalreserve.gov/
newsevents/press/bereg/20121009a.htm.

6Press Release, Fed. Reserve Sys., Federal Reserve Board Publishes Two Final Rules with
Stress Testing Requirements for Certain Bank Holding Companies, State Member Banks, and
Savings and Loan Holding Companies (Oct. 9, 2012), available at http://www.federalreserve.gov/
newsevents/press/bereg/20121009a. htm.

7http:/financialservices.house.gov/uploadedfiles/hhrg-114-ba00-wstate-ccalomiris-
20150723.pdf.
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Secretary on a frequent basis; those meetings far outnumber her
formal appearances before the committees of jurisdiction and her
informal discussions with Members of Congress.

Sec. 7. Vice Chairman for Supervision report requirement

This section requires the Fed Vice Chairman for Supervision to
provide, as part of his statutorily required semi-annual testimony
to the Financial Services and Senate Banking Committees, a report
on the status of proposed and anticipated rulemakings. This section
also requires that if the Vice Chairman for Supervision position is
vacant, the Vice Chairman of the Board of Governors must fulfill
the statutory requirement for semi-annual testimony.

Sec. 8. Economic analysis of regulations of the Board of Governors
of the Federal Reserve System

This section requires cost-benefit analysis for all regulations pro-
mulgated by the Fed. Specifically, it identifies particular costs the
Fed must take into account, such as the cost impact of new rules
on the safety and soundness of the banking system, on market li-
quidity in securities markets, on small businesses, on community
banks, on economic growth, on cost and access to capital, on mar-
ket stability, on global competitiveness, on job creation, on the ef-
fectiveness of the monetary policy transmission mechanism, and on
employment levels. This section also requires that major new rules
must be accompanied by metrics which would indicate their success
and requires a post-adoption study based on those metrics.

Cost-benefit analysis can force agencies to consider the full con-
sequences of their actions while increasing agencies’ accountability
to elected officials and the courts. The Fed does not have a statu-
tory economic cost-benefit analysis requirement to guide its rule-
making. The Fed issued guidance in 1979 that suggested it would
follow cost-benefit analysis principles similar to those promulgated
by the White House Office of Management and Budget.® The Fed
has not done so, however, and its rulemaking cannot be challenged
on the grounds that the Fed failed to carry out a cost-benefit anal-
ysis in promulgating the rule.

Sec. 9. Salaries, financial disclosures, and office staff of the Board
of Governors of the Federal Reserve System

This section promotes transparency by requiring the Fed to post
on a public website the annual salary and the benefits of any em-
ployee whose salary exceeds that of a GS-15 federal employee. It
also ensures that Fed Governors have access to sound, unbiased ex-
pert counsel by providing for at least two staff positions to advise
each Board member independent of the Chairman’s influence. This
section also promotes adherence to appropriate ethical require-
ments by subjecting Fed employees to the same ethical standards
as SEC employees.

8See Hester Peirce, Economic Analysis by Federal Financial Regulators, Mercatus Center
Working Paper No. 12-31, October 2012, at FN 125, citing Board of Governors of the Federal
Reserve System, Statement of Policy Regarding Expanded Rulemaking Procedures, 44 Fed. Reg.
3957 (1979).
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Sec. 10. Requirements for international processes

This section requires the Fed, the FDIC, the Treasury Depart-
ment, the OCC, and the SEC to release for notice and comment a
public disclosure of any positions the regulators plan to take as
part of international regulatory negotiations and to provide a pub-
lic report on the negotiations at their conclusion. This section also
requires a similar process for final agreements made pursuant to
international negotiations.

Recent Committee hearings suggest that the Fed and the Treas-
ury Department have allowed decisions reached at the Financial
Stability Board (FSB), an international group of central banks, gov-
ernment finance ministers, and financial regulators established by
the G—-20 after the financial crisis, to dictate domestic decision-
making, including at the Financial Stability Oversight Council (on
Evhic)h both the Fed Chair and Treasury Secretary are voting mem-

ers).

To take one example, in July 2013, the FSB designated nine
large insurance groups as Systemically Important Financial Insti-
tutions (SIFIs), including three from the United States—American
International Group (AIG), Inc.; MetLife, Inc.; and Prudential Fi-
nancial, Inc.? Also in July, the FSOC designated AIG and GE Cap-
ital Corporation as SIFIs, and followed the FSB’s lead again in
September by designating Prudential as a SIFI. MetLife’s designa-
tion followed a year later.

The Treasury Department, the Fed, and the SEC are members
of the FSB. AEI scholar Peter Wallison has remarked, “It is incon-
ceivable that the designations of three U.S. insurers would have
gotten through the FSB without the express approval of the Fed
and the Treasury.” In testimony before the Committee’s Oversight
and Investigations Subcommittee in March 2014, Mr. Wallison
elaborated that:

The decision on Prudential seems to have been baked in
the cake before it was made by the FSOC. The fact that
the FSB, in the preceding in July, had already determined
that Prudential was a SIFI—with the concurrence of the
Treasury and the Fed—made it inevitable that the FSOC
would come to the same conclusion.10

To the extent that international negotiations have any influence
at all in the formulation of domestic policy, such negotiations
should be subject to increased scrutiny by Congress and the public.
Accordingly, H.R. 3189 provides for greater transparency with re-
spect to such negotiations.

Sec. 11. Amendments to the powers of the Board of Governors of the
Federal Reserve System

This section amends Section 13(3) of the Federal Reserve Act to
allow the Fed to invoke its emergency lending powers only upon a
finding that “unusual and exigent circumstances exist that pose a

9Technically, the FSB designated these nine insurers as “Global Systemically Important In-
surers,” or G=SIIs. Like SIFIs, however, G—SIIs are subject to heightened prudential require-
ments and enhanced supervision.

10 Peter J. Wallison, Statement before the House Financial Services Subcommittee on Over-
sight and Investigations, Hearing on “The Growth of Financial Regulation and its Impact on
International Competitiveness,” March 5, 2014, available at http:/financialservices.house.gov/
uploadedfiles/hhrg-113-ba09-wstate-pwallison-20140305.pdf.
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threat to the financial stability of the United States.” In so doing,
the bill creates a more stringent standard for the invocation of the
Fed’s emergency lending authorities; under current law, Section
13(3) powers may be utilized in “unusual and exigent cir-
cumstances.” This section also mandates that, in addition to the
current requirement that five of seven Fed Board Governors ap-
prove of a 13(3) facility, nine of the 12 District Fed Bank Presi-
dents must also approve of such a facility. Further, this section
limits eligible recipients of 13(3) assistance to financial institutions,
defined as those entities that derive 85 percent or more of their an-
nual gross revenues from activities that are “financial in nature.”
Finally, this section places further limitations on discretionary
lending under Section 13(3) by imposing requirements relating to
collateral, solvency, and penalty lending rates.

Section 13(3) of the Federal Reserve Act authorizes the Fed to
lend to “any individual, partnership or corporation” in “unusual
and exigent circumstances,” provided the borrower “is unable to se-
cure adequate credit accommodations from other banking institu-
tions.” The Fed utilized this emergency authority to bail out the
creditors and counter-parties of non-banks like Bear Stearns and
AIG during the recent financial crisis. The Dodd-Frank Act pur-
ported to limit future bailouts under Section 13(3) by prohibiting
the Fed from lending to insolvent institutions and requiring that
any program under this section be broadly available to a number
of institutions, but most commentators have concluded that the
Dodd-Frank Act’s constraints are largely illusory and will be easily
circumvented in a future crisis.

The Dodd-Frank Act required the Fed to adopt regulations “as
soon as is practical” to implement the restrictions on its 13(3) au-
thority. It took three years before the Fed, at the Financial Serv-
ices Committee’s urging, published its proposed rules for public
comment in December 2013. The text of the Fed’s proposed rule,
however, merely parrots that of the Dodd-Frank Act and preserves
maximum flexibility for the Fed to utilize Section 13(3) to bail out
large financial institutions, which in turn promotes moral hazard
and undermines market discipline. H.R. 3189 places substantive
limits on this discretion and therefore reduces the likelihood of
bailouts, helping to ensure that firms compete without some bene-
fiting from the unfair advantage of an implicit government back-
stop.

Sec. 12. Interest rates on balances maintained at a Federal Reserve
Bank by depository institutions established by the Federal Open
Market Committee

This section amends Section 19(b)(12)(A) of the Federal Reserve
Act to specify that the FOMC, not the Fed Board of Governors,
shall be responsible for setting the rate of interest paid on excess
reserves.

The Financial Services Regulatory Relief Act of 2006 authorized
the Federal Reserve Banks to pay interest on excess balances held
by or on behalf of depository institutions at Reserve Banks, subject
to regulations issued by the Board of Governors. This interest rate
is determined by the Board of Governors and gives the Fed an ad-
ditional tool for the conduct of monetary policy. According to the
Policy Normalization Principles and Plans adopted by the FOMC
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on September 17, 2014,11 during monetary policy normalization the
Fed intends to move the federal funds rate into the target range
set by the FOMC primarily by adjusting the interest rate it pays
on excess reserve balances.

Because the interest rate on excess reserves can be used as a tool
of monetary policy, H.R. 3189 shifts responsibility for setting the
rate from the Board of Governors to the FOMC, where the Federal
District Bank Presidents are voting members and participate in the
deliberations.

Sec. 13. Audit reform and transparency for the Board of Governors
of the Federal Reserve System

This section directs the GAO to conduct an audit within 12
months of the date of enactment of H.R. 3189, with a report to be
delivered to Congress within 90 days of completion of the audit.
The audit must include a detailed description of the findings of the
audit with GAO’s recommendations for legislative and administra-
tive action. This section also removes the restrictions placed on the
GAOQ’s ability to audit the Fed contained in 31 U.S.C. section 714.
Finally, it makes a technical correction to 31 U.S.C. 714 by remov-
ing language, included in the Dodd-Frank Act, which explicitly pro-
vided for the GAO’s audit of the Fed’s use of certain emergency au-
thorities, because this language would be rendered redundant by
passage of the H.R. 3189.

Congress has, on several occasions, increased the scope of allow-
able GAO audits of Fed activities. From 1933 to 1978, GAO audits
were restricted to examining how the Fed handles cash from the
U.S. Treasury. In 1978, the Federal Banking Agency Audit Act (31
U.S.C 714) expanded the audit scope to include regulatory and pay-
ment system duties.

The 1978 Act exempted from the scope of the GAQO’s authority
the following matters related to monetary policy:

(1) transactions for or with a foreign central bank, govern-
ment of a foreign country, or nonprivate international financ-
ing organization;

(2) deliberations, decisions, or actions on monetary policy
matters, including discount window operations, reserves of
member banks, securities credit, interest on deposits, and open
market operations;

(3) transactions made under the direction of the FOMC; or

(4) a part of a discussion or communication among or be-
tween members of the Federal Reserve Board and officers and
elmployees of the Federal Reserve System related to the above
clauses.

The Dodd-Frank Act permitted the GAO to review the Fed’s in-
ternal controls, policies on collateral, and use of contractors. The
Dodd-Frank Act also provided for an audit of loans made under the
Fed’s Section 13(3) emergency lending authority during the finan-
cial crisis, as well as the identification of recipients of Section 13(3)
assistance. It stopped short, however, of lifting or relaxing the pro-
hibition on the GAO reviewing or evaluating monetary policy deci-
sions (that is, it left undisturbed the exemptions imposed by the
1978 Act).

11 See hitp:/ /www.federalreserve.gov | monetarypolicy | policy-normalization.htm.



22

In the 112th Congress, the House passed H.R. 459, the “Federal
Reserve Transparency Act of 2012,” on a bipartisan basis. Intro-
duced by Representative Paul, H.R. 459 would have permitted the
GAO to audit matters related to the Fed’s monetary policymaking.
In the 113th Congress, the House again approved legislation on a
bipartisan basis (H.R. 24) to remove constraints on the GAO’s au-
thority to audit monetary policy matters.

Markets can impose more productive discipline on the Fed’s deci-
sion-making, and consumers and investors can make better choices,
when monetary policy processes are more transparent. Market
prices could better reflect true value as a consequence, and thus
fundamentally support both an increase and expansion of economic
opportunity. A full audit of the Fed, such as that provided for
under H.R. 3189, is intended to promote such transparency.

Sec. 14. Reporting requirement for Export-Import Bank

This section provides that, in connection with preparing the
monthly “Industrial Production or Capacity Utilization” statistical
release, the Fed Board of Governors shall assess the impact on the
index described in the release due to the operation of the U.S. Ex-
port-Import Bank as well as the amount of foreign industrial pro-
duction supported by non-U.S. export credit agencies.

Sec. 15. Membership of Board of Directors of the Federal Reserve
Banks

This section amends Section 4 of the Federal Reserve Act to re-
quire, with respect to the selection of certain directors of the Fed-
eral Reserve Banks, that due consideration be given to the inter-
ests of traditionally underserved communities and populations.

HEARINGS

The Subcommittee on Monetary Policy and Trade held a hearing
examining matters relating to H.R. 3189 titled “Examining Federal
Reserve Reform Proposals” on July 22, 2015.

COMMITTEE CONSIDERATION

The Committee on Financial Services met in open session on
July 28, 2015 and July 29, 2015, and ordered H.R. 3189 as amend-
ed to be reported to the House with a favorable recommendation
by a recorded vote of 33-25 (FC-53), a quorum being present.
Amendments offered by Mr. Huizenga, Mr. Heck, and Ms. Waters
were each agreed to by voice votes.

COMMITTEE VOTES

Clause 3(b) of rule XIII of the Rules of the House of Representa-
tives requires the Committee to list the record votes on the motion
to report legislation and amendments thereto. The sole record vote
in committee was a motion by Chairman Hensarling to report the
bill favorably to the House as amended. The motion was agreed to
by a recorded vote of 33—25 (FC-53), a quorum being present.
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Record vote no. FC-53
Representative Yea  Nay  Present Representative Yea Present
Mr. Hensarling ... Ms.Waters(CAY ... ... X .
Mr King (NY) e e, Mrs Maloney(NY) ... ... X ...
Mr.Royee ... ... Ms. Velazquez . . . . X
Mr.lucas ... Mr, Sherman
MrGarrett X ... MroMeeks s . XL
Mr. Neugebauer ___ Mr.Capuano ... oo e R
Mr.McHenry ... MrHinojosa s X .
Mr.Pearce . ... Me.Clay X .
Mr. Posey .. Mrodyneh e

Mr. Fitzpatrick ____
Mr. Westmoreland

Mr. David Scott (GA) ___
Mr. Al Green (TX) ___

Mr. Luetkemeyer ...} Mr.Cleaver . e e eeeenn
Mr. Huizenga (M) Ms.Moore ... .. X .
MrDuffy ... Mr. Ellison ____._.

Mr. Hurt (VA) ____ MrPerlmutter ... ... X ...
Mr.Stivers X MeHimes o & .
Mr.Fincher ... MrCamey et s s
Mr. Stutzman X Ms.SewelltAL) ... ... X .
Mr. Mulvaney . X MroFoster . ... ...

Mr. Hultgren MrKidee .. . .. ...

Mr.Ross .. MroMurphy (FLY . .

Mr. Pittenger Mr.Delaney ... ..

Mrs. Wagner ... Ms.Sinema ... ...

Mr.Barr . Mrs.Beatty . ...

Mr. Rothfus _____ Mr.Heck (WA) .. ...

Mr. Messer ______ Mr.Vargas ... ...

Mr. Schweikert

Mr.Guinta ..

Mr. Tipton _______

Mr. Williams ____

MrPoliquin ... X% . ..

Mrs. Love

Mr Hill___

e e e D
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COMMITTEE OVERSIGHT FINDINGS

Pursuant to clause 3(c)(1) of rule XIII of the Rules of the House
of Representatives, the findings and recommendations of the com-
mittee based on oversight activities under clause 2(b)(1) of rule X
of the Rules of the House of Representatives, are incorporated in
the descriptive portions of this report.

PERFORMANCE GOALS AND OBJECTIVES

Pursuant to clause 3(c)(4) of rule XIII of the Rules of the House
of Representatives, the Committee states that H.R. 3189 will make
the Federal Reserves’ monetary policy and financial regulatory de-
cisions easier to anticipate and understand so that households and
businesses can make better choices about how to spend and invest
their earnings; provide for a more equal representation of regional
economic perspectives in monetary policy decisions; strengthen as-
surances that financial regulations and supervisory activities ben-
efit households in general instead of favoring some at a greater ex-
pense to others; restrict the Fed’s lender of last resort authority to
legitimate emergencies while preventing “backdoor bailouts”; and
establish a framework for institutionalizing a monetary policy that
consistently supports the robust expansion of economic opportuni-
ties.

NEW BUDGET AUTHORITY, ENTITLEMENT AUTHORITY, AND TAX
EXPENDITURES

In compliance with clause 3(c)(2) of rule XIII of the Rules of the
House of Representatives, the Committee adopts as its own the es-
timate of new budget authority, entitlement authority, or tax ex-
penditures or revenues contained in the cost estimate prepared by

the Director of the Congressional Budget Office pursuant to section
402 of the Congressional Budget Act of 1974.

COMMITTEE COST ESTIMATE

The Committee adopts as its own the cost estimate prepared by
the Director of the Congressional Budget Office pursuant to section
402 of the Congressional Budget Act of 1974.

CONGRESSIONAL BUDGET OFFICE ESTIMATES

Pursuant to clause 3(c)(3) of rule XIII of the Rules of the House
of Representatives, the following is the cost estimate provided by
the Congressional Budget Office pursuant to section 402 of the
Congressional Budget Act of 1974:

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,

Washington, DC, November 13, 2015.
Hon. JEB HENSARLING,

Chairman, Committee on Financial Services,
House of Representatives, Washington, DC.

DEAR MR. CHAIRMAN: The Congressional Budget Office has pre-
pared the enclosed cost estimate for H.R. 3189, the Fed Oversight
Reform and Modernization Act of 2015.

If you wish further details on this estimate, we will be pleased
to provide them. The CBO staff contact is Nate Frentz.

Sincerely, KeITH HALL
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Enclosure.

H.R. 3189—Fed OQOversight Reform and Modernization Act of 2015

Summary: H.R. 3189 would make a number of changes to the op-
erations of the Federal Reserve System. The changes would include
requiring new regulations issued by the Board of Governors of the
Federal Reserve to include a cost-benefit analysis that takes into
account specified factors; requiring employees of the Board of Gov-
ernors to follow a system of ethics standards currently applied to
employees of the Securities and Exchange Commission; requiring
the Federal Open Market Committee to generate and pr0v1de to
the Congress a monetary policy rule that meets certain require-
ments, and requiring the Government Accountability Office (GAO)
to assess any changes to the rule for compliance with those require-
ments; restricting the powers of the Board of Governors to conduct
emergency lending to firms other than banks; requiring a GAO
audit of the Federal Reserve; and requiring the Federal Reserve to
include an analysis of the Export-Import Bank in a regularly pub-
lished statistical release.

CBO estimates that enacting H.R. 3189 would reduce revenues
by $109 million over the 2016—2025 period. CBO also estimates
that the bill would result in an insignificant increase in direct
spending. Because the bill affects revenues and direct spending,
pay-as-you-go procedures apply. Further, CBO estimates that the
bill would increase discretionary spending by $7 million over the
2016-2020 period, assuming appropriation of the necessary
amounts.

CBO estimates that enacting H.R. 3189 would not increase net
direct spending or on-budget deficits by more than $5 billion in any
of the four consecutive 10-year periods beginning in 2026.

H.R. 3189 contains no intergovernmental or private-sector man-
dates as defined in the Unfunded Mandates Reform Act (UMRA)
and would not affect the budgets of state, local, or tribal govern-
ments.

Estimated cost to the Federal Government: The estimated budg-
etary effect of H.R. 3189 is shown in the following table.

By fiscal year, in millions of dollars—

2016— 2016—

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2020 2025

CHANGES IN REVENUES2
Regulatory Cost-Benefit

Analysis ...cooovrreeerren -3 -5 -6 -6 -6 -6 -7 -7 -7 -8 —26 —61
Ethics Standards ........... -1 -2 -2 -2 -3 -3 -3 -3 -3 =3 —11 —25
Monetary Policy Rule ..... -1 -1 -1 -1 -1 -1 =2 =2 =2 =2 —6 —14
Analysis of Export-Import

Bank ....cooverrveinnnnns * * * -1 -1 -1 -1 -1 -1 -1 -2 -5
GAO Audit ..ovvooeeerrvverrenns * * * * * * * * * * -1 -3
Total Change in Reve-

NUES ovvevrrerererssneenes -6 -10 -10 -1 -1 —-11 -—-12 -12 -13 -13 —48  —109

Source: Congressional Budget Office.

Notes: The bill would also have discretionary costs of $7 million over the 2016-2020 period for administrative expenses at GAO, the De-
partment of the Treasury, and the Securities and Exchange Commission. The bill would also result in insignificant increases in mandatory
spending for the Federal Deposit Insurance Corporation and the Office of the Comptroller of the Currency.

Amounts may not sum to totals because of rounding.

* = between — $500,000 and $500,000.

aNegative numbers indicate a reduction in revenues.

Basis of estimate: For this estimate, CBO assumes that the bill
will be enacted in the first part of calendar year 2016.
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Revenues

The bill would directly affect revenues through the operations of
the Federal Reserve System, which remits its net earnings to the
Treasury; those remittances are classified as revenues in the fed-
eral budget. Based on information provided by the Board of Gov-
ernors of the Federal Reserve System, CBO estimates that enacting
the bill would increase the costs of Federal Reserve operations and
thus reduce its remittances by $48 million over the 2016—-2020 pe-
riod, and by $109 million over the 2016—2025 period.

T}113 provisions with the most significant effects on revenues
would:

e Require the Federal Reserve, before issuing many new regula-
tions, to undertake a cost-benefit analysis that would take into ac-
count factors such as the effects on economic growth and avail-
ability of credit. The Federal Reserve would also be required to
compare the costs and benefits of each proposed regulation with
certain alternatives. In addition, for regulations it issues in which
the effect on the economy exceeds a certain threshold, the Federal
Reserve would be required to undertake a post-adoption assess-
ment of the actual effects.

o Make the employees and members of the Board of Governors
subject to additional ethics standards and financial disclosure
rules. The ethics standards would follow those that apply to em-
ployees of the Securities and Exchange Commission.

¢ Require the Federal Open Market Committee to develop a
monetary policy rule that specifies an interest rate target and how
that target rate would be adjusted for changes in certain economic
variables. The rule would be provided to both GAO, which would
assess any changes to the rule for compliance with the require-
ments of the bill, and to the Congress.

e Restrict the authority of the Board of Governors to conduct
emergency lending under Section 13(3) of the Federal Reserve Act,
which provides the Federal Reserve with broad discretion to make
loans to banks and nonbanks under unusual and exigent cir-
cumstances. The changes would include limiting eligibility to firms
predominantly engaged in financial activities, requiring that a min-
imum interest rate be charged, disallowing equity securities to be
{)ledgeld as collateral, and requiring independent appraisals of col-
ateral.

e Make a number of other changes, including requiring the Fed-
eral Reserve to regularly analyze certain economic effects of the
Export-Import Bank; requiring GAO to prepare, within 12 months
of enactment, an audit of the Board of Governors of the Federal Re-
serve System and the Federal Reserve banks, including the conduct
of monetary policy; restricting certain public communications by
the Federal Open Market Committee (FOMC); changing the mem-
bership of the FOMC; and requiring the Board of Governors to
issue certain regulations on stress testing of financial institutions.

The largest component of the estimated effects on remittances
would result from the additional Federal Reserve staff required for
the additional regulatory cost-benefit analyses. CBO estimates that
those analyses would reduce remittances by $61 million over the
2016-2025 period. In addition, CBO estimates that the additional
ethics requirements would require additional Federal Reserve staff
and reduce remittances by $25 million over the 2016-2025 period.
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Smaller reductions in revenues over the 2016-2025 period would
result from the requirements of the bill related to the monetary
policy rule ($14 million), from the analysis of the Export-Import
Bank ($5 million), and from other provisions ($3 million).

CBO has no basis for estimating the effects on revenues from the
provisions of the bill that would restrict the Federal Reserve’s
emergency lending authority. Based on its own analysis of histor-
ical lending and information provided by the Federal Reserve, CBO
estimates that the amount of any emergency lending that would
occur in the future would likely be reduced by the bill, partly due
to restrictions on eligible firms, but mostly as a result of the new
required minimum interest rate. That lower amount of lending, at
a higher rate, could either increase or decrease the Federal Re-
serve’s earnings and thereby its remittances. Any such effects
would be significantly discounted given the low probability of any
emergency lending occurring over the next 10 years. To the extent
that Federal Reserve emergency lending has effects on the broader
economy, a reduction in the amount or types of emergency lending
could have budgetary effects that are much larger than any effect
on Federal Reserve remittances.

Direct Spending

The bill would require the Federal Deposit Insurance Corpora-
tion and the Office of the Comptroller of the Currency to provide
advance notice and solicit comment before it participates in a proc-
ess of setting financial standards as part of any multinational enti-
ty. CBO estimates that those requirements would result in an in-
significant increase in direct spending; those agencies can eventu-
ally recover additional costs through assessments.

Spending Subject to Appropriation

CBO estimates that the bill would increase spending subject to
appropriation by $7 million over the 2016—-2020 period. The largest
costs would result from the requirement that GAO prepare, within
12 months of enactment, an audit of the Board of Governors of the
Federal Reserve System and the Federal Reserve banks, including
the conduct of monetary policy. Based on information from GAO re-
garding the amount of effort required for its previous audit of the
Federal Reserve, which was required by the Dodd-Frank Wall
Street Reform and Consumer Protection Act (Public Law 111-203),
CBO estimates a new audit would increase spending by $5 million
over the 2016-2020 period, assuming appropriation of the nec-
essary amounts. That cost would cover the full-time and part-time
GAO employees plus administrative expenses necessary to prepare
the audit required by the bill as well as future oversight and anal-
ysis that CBO expects would result from the enactment of the re-
quirement.

In addition, the bill would require GAO to prepare a compliance
report on any changes in the monetary policy rule initiated by the
Federal Open Market Committee. CBO expects that implementing
the provision would cost less than $500,000 annually and about $2
million over the 2016-2020 period, assuming the availability of ap-
propriated funds. Furthermore, CBO estimates that requirements
on the Department of the Treasury and the Securities and Ex-
change Commission (SEC) for notice and comments related to mul-
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tinational entities would cost less than $500,000 over the 2016—
2020 period, assuming the availability of appropriated funds.
Under current law, the SEC is authorized to collect fees sufficient
to offset its annual appropriation; therefore, we estimate that the
net cost to the SEC would be negligible.

Pay-As-You-Go considerations: The Statutory Pay-As-You-Go Act
of 2010 establishes budget-reporting and enforcement procedures
for legislation affecting direct spending or revenues. The net
changes in outlays and revenues that are subject to those pay-as-
you-go procedures are shown in the following table.

CBO ESTIMATE OF PAY-AS-YOU-GO EFFECTS FOR H.R. 3189, AS ORDERED REPORTED BY THE
HOUSE COMMITTEE ON FINANCIAL SERVICES ON JULY 29, 2015

By fiscal year, in millions of dollars—

2015 2015~

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2020 2025

INCREASE IN THE DEFICIT

Statutory Pay-As-You-Go
Effects oo, 6 10 10 11 11 11 12 12 13 13 48 109

Increase in long term direct spending and deficits: CBO esti-
mates that enacting H.R. 3189 would not increase net direct spend-
ing or on-budget deficits by more than $5 billion in any of the four
consecutive 10-year periods beginning in 2026.

Intergovernmental and private-sector impact: H.R. 3189 contains
no intergovernmental or private-sector mandates as defined in
UMRA, and would not affect the budgets of state, local, or tribal
governments.

Estimate prepared by: Federal revenues: Nathaniel Frentz; Im-
pact on state, local, and tribal governments: Melissa Merrell; Im-
pact on the private sector: Logan Smith.

Estimate approved by: David Weiner, Assistant Director for Tax
Analysis; Theresa Gullo, Assistant Director for Budget Analysis.

FEDERAL MANDATES STATEMENT

The Committee adopts as its own the estimate of Federal man-
dates prepared by the Director of the Congressional Budget Office
pursuant to section 423 of the Unfunded Mandates Reform Act.

ADVISORY COMMITTEE STATEMENT

No advisory committees within the meaning of section 5(b) of the
Federal Advisory Committee Act were created by this legislation.

APPLICABILITY TO LEGISLATIVE BRANCH

H.R. 3189 specifies the ethical duties that apply to Federal Re-
serve employees; the bill does not apply such duties to congres-
sional employees because such employees are subject to inde-
pendent ethical standards administered by the House Committee
on Ethics. Otherwise, the Committee finds that the legislation does
not relate to the terms and conditions of employment or access to
public services or accommodations within the meaning of the sec-
tion 102(b)(3) of the Congressional Accountability Act.
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EARMARK IDENTIFICATION

H.R. 3189 does not contain any congressional earmarks, limited
tax benefits, or limited tariff benefits as defined in clause 9 of rule
XXI.

DuPLICATION OF FEDERAL PROGRAMS

Pursuant to section 3(g) of H. Res. 5, 114th Cong. (2015), the
Committee states that no provision of H.R. 3189 establishes or re-
authorizes a program of the Federal Government known to be du-
plicative of another Federal program, a program that was included
in any report from the Government Accountability Office to Con-
gress pursuant to section 21 of Public Law 111-139, or a program
related to a program identified in the most recent Catalog of Fed-
eral Domestic Assistance.

DISCLOSURE OF DIRECTED RULEMAKING

Pursuant to section 3(k) of H. Res. 5, 113th Cong. (2013), the
Committee estimates that H.R. 3189 requires one directed rule-
making as defined by H. Res. 5.

SECTION-BY-SECTION ANALYSIS OF THE LEGISLATION

Sec. 1. Short title; Table of contents

This section cites H.R. 3189 as “The Fed Oversight Reform and
Modernization Act of 2015” or the “FORM Act of 2015”

Sec. 2 Requirements for policy rules of the Federal Open Market
Committee

This section requires the Fed to generate a monetary policy rule
to provide added transparency about the factors leading to a future
rate recommendation, requires the Fed to compare its rule to the
“Taylor Rule” and explain any differences between the two, and re-
quires the Government Accountability Office (GAO) to audit the
rule to determine if it complies with the statute. The section fur-
ther provides that, if the Fed’s submission does not meet the stat-
ute’s requirements for a valid rule, the Financial Services or Sen-
ate Banking Committees may instruct the GAO to conduct a one-
time audit of the Fed’s conduct of monetary policy. Finally, under
this section, any time the Fed updates its rule, or if the GAO deter-
mines at any time that the rule does not comply with the statute,
the Fed Chairman must testify upon request of the Financial Serv-
ices Committee or the Senate Banking Committee.

Sec. 3. Federal Open Market Committee blackout period

This section provides that the Federal Open Market Committee
(FOMC) blackout period begins immediately after midnight on the
day that is one week before an FOMC meeting and ends at mid-
night on the day after the meeting takes place. This section also
establishes that the blackout period does not apply to answering
technical questions specific to data releases or to testimony regard-
ing the Fed’s supervisory and prudential functions.
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Sec. 4. Membership of Federal Open Market Committee

This section provides that the membership of the FOMC will con-
sist of the seven members of the Federal Reserve Board of Gov-
ernors and six representatives of the District Federal Reserve Bank
Presidents, with each president rotating onto the FOMC every
other year.

Sec. 5. Requirements for stress tests and supervisory letters for the
Board of Governors of the Federal Reserve System

This section requires the Federal Reserve to issue regulations,
after providing for public notice and comment, relating to stress
test scenarios required under Section 165 of the Dodd-Frank Act.
This section further requires the publication of aggregate data re-
lating to supervisory letters sent by the Federal Reserve.

Sec. 6. Frequency of testimony of the Chairman of the Board of Gov-
ernors of the Federal Reserve System

This section requires the Federal Reserve Chairman to testify be-
fore the Financial Services Committee and the Senate Banking
Committee concerning the conduct of monetary policy on a quar-
terly basis in place of the current semi-annual requirement.

Sec. 7. Vice Chairman for Supervision Report requirement

This section requires the Federal Reserve’s Vice Chairman for
Supervision to provide, as part of their testimony before the Finan-
cial Services and Senate Banking Committees, a report on the sta-
tus of proposed and anticipated rulemakings. This section further
requires that if the Vice Chairman for Supervision position is va-
cant, the Vice Chairman of the Board of Governors must fulfill the
statutory requirement for semi-annual testimony.

Sec. 8. Economic analysis of regulations of the Board of Governors
of the Federal Reserve System

This section requires cost-benefit analysis for all regulations
issued by the Federal Reserve and further provides that major new
rules must be accompanied by metrics which would indicate their
success and requires a post-adoption study based on those metrics.

Sec. 9. Salaries, financial disclosures, and office staff of the Board
of Governors of the Federal Reserve System

This section requires the Federal Reserve to post on a public
website the annual salary and the benefits of any employees whose
salary exceeds that of a GS-15 federal employee. The section fur-
ther provides for at least two staff positions to advise each member
of the Board of Governors. Finally, this section subjects Fed em-
ployees to the same ethical standards as Securities and Exchange
Commission employees.

Sec. 10. Requirements for international processes

This section requires the Federal Reserve, Federal Deposit Insur-
ance Corporation (FDIC), the Treasury Department, the Office of
the Comptroller of the Currency (OCC), and the SEC to release for
notice and comment a public disclosure of any positions the regu-
lators intend to take as part of international regulatory negotia-
tions and to provide a public report on the negotiations at their
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conclusion. This section additionally requires that the regulators
undertake a similar process for final agreements made pursuant to
international negotiations.

Sec. 11. Amendments to powers of the Board of Governors of the
Federal Reserve System

This section amends Section 13(3) of the Federal Reserve Act to
allow the Federal Reserve to invoke its emergency lending powers
under such section only upon a finding that “unusual and exigent
circumstances exist that pose a threat to the financial stability of
the United States.” This section additionally mandates that, in ad-
dition to the current requirement that five of seven Federal Re-
serve Board Governors approve of any facility under Section 13(3),
nine of the 12 Federal Reserve District Bank Presidents must also
approve the facility. This section limits eligible recipients of Section
13(3) assistance to financial institutions that derive 85 percent or
more of their annual gross revenues from activities that are finan-
cial in nature. Finally, this section further discourages discre-
tionary lending through the following amendments to Section 13(3):

Adequate collateral. Directs the Federal Reserve to adopt a rule,
within 6 months of the date of enactment, specifying the method
it will use to determine the sufficiency of collateral pledged to se-
cure 13(3) lending, including which classes of collateral it will ac-
cept, as well as a “method for obtaining independent appraisals of
the collateral [the Fed] receives.” In no event may the Federal Re-
serve accept equity securities issued by the recipient of 13(3) assist-
ance as collateral.

Solvent borrower. Requires that for any entity regulated by the
OCC, SEC, Commodity Futures Trading Commission, or FDIC,
that regulator must certify in writing to the Federal Reserve that
the entity is not insolvent before it can be eligible for assistance
under Section 13(3).

At penalty rates. Directs the Federal Reserve to adopt a rule,
within 6 months of the date of enactment, establishing a minimum
interest rate on the principal amount of any loan or financial as-
sistance extended pursuant to Section 13(3). The applicable min-
imum interest rate shall be calculated as a trailing 90-day average
of all Federal Reserve banks’ secondary discount rate plus a 90—day
trailing average of the spread between a distressed corporate bond
yield index specified by this rule and a bond yield index of debt
issued by the United States specified by this rule.

Sec. 12. Interest rates on balances maintained at a Federal Reserve
bank by depository institutions established by Federal Open
Market Committee

This section amends the Federal Reserve Act to require that the
FOMC shall be responsible for setting the rate of interest paid on
excess reserves.

Sec. 13. Audit reform and transparency for the Board of Governors
of the Federal Reserve System

This section directs the GAO to conduct an audit of the Fed and
report the audit’s findings and recommendations for legislative and
administrative action to Congress. This section also removes cer-
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tain restrictions relating to the GAO’s ability to audit the Federal
Reserve.

Sec. 14. Reporting requirement for Ex-Im Bank

This section requires the Federal Reserve to report monthly on
how the U.S. Export-Import Bank affected American industrial pro-
duction, as well as how foreign industrial production has been af-
fected by non-U.S. export credit agencies.

Sec. 15. Board Membership for Fed District Banks

This section requires that, with respect to the election or des-
ignation of Class B and C directors of Federal Reserve District
Banks, due consideration be given to the interests of traditionally
underserved communities and populations.

CHANGES IN EXISTING LAW MADE BY THE BILL, AS REPORTED

In compliance with clause 3(e) of rule XIII of the Rules of the
House of Representatives, changes in existing law made by the bill,
as reported, are shown as follows (existing law proposed to be omit-
ted is enclosed in black brackets, new matter is printed in italic,
and existing law in which no change is proposed is shown in
roman):

FEDERAL RESERVE ACT

* * *k & * * *k

SEC. 2B. APPEARANCES BEFORE AND REPORTS TO THE CONGRESS.

(a) APPEARANCES BEFORE THE CONGRESS.—

(1) IN GENERAL.—The Chairman of the Board shall appear
before the Congress at [semi-annuall quarterly hearings, as
specified in paragraph (2), regarding—

(A) the efforts, activities, objectives and plans of the
Board and the Federal Open Market Committee with re-
spect to the conduct of monetary policy; and

(B) economic developments and prospects for the future
described in the report required in subsection (b).

(2) SCHEDULE.—The Chairman of the Board shall appear—

(A) before the Committee on Banking and Financial
Services of the House of Representatives on or about Feb-
ruary 20 and May 20 of even numbered calendar years
and on or about July 20 and October 20 of odd numbered
calendar years;

(B) before the Committee on Banking, Housing, and
Urban Affairs of the Senate on or about July 20 and Octo-
ber 20 of even numbered calendar years and on or about
Fegruary 20 and May 20 of odd numbered calendar years;
an

(C) before either Committee referred to in subparagraph
(A) or (B), upon request, following the scheduled appear-
ance of the Chairman before the other Committee under
subparagraph (A) or (B).

(b) CONGRESSIONAL REPORT.—The Board shall, concurrent with
each [semi-annuall quarterly hearing required by this section, sub-
mit a written report to the Committee on Banking, Housing, and
Urban Affairs of the Senate and the Committee on Banking and Fi-
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nancial Services of the House of Representatives, containing a dis-
cussion of the conduct of monetary policy and economic develop-
ments and prospects for the future, taking into account past and
prospective developments in employment, unemployment, produc-
tion, investment, real income, productivity, exchange rates, inter-
national trade and payments, and prices.

(¢) PuBLIiC ACCESS TO INFORMATION.—The Board shall place on
its home Internet website, a link entitled “Audit”, which shall link
to a webpage that shall serve as a repository of information made
available to the public for a reasonable period of time, not less than
6 months following the date of release of the relevant information,
including—

(1) the reports prepared by the Comptroller General under
section 714 of title 31, United States Code;

(2) the annual financial statements prepared by an inde-
pendent auditor for the Board in accordance with section 11B;

(3) the reports to the Committee on Banking, Housing, and
Urban Affairs of the Senate required under section 13(3) (relat-
ing to emergency lending authority); and

(4) such other information as the Board reasonably believes
is necessary or helpful to the public in understanding the ac-
counting, financial reporting, and internal controls of the
Board and the Federal reserve banks.

SEC. 2C. DIRECTIVE POLICY RULES OF THE FEDERAL OPEN MARKET

COMMITTEE.

(a) DEFINITIONS.—In this section the following definitions shall
apply:

(1) APPROPRIATE CONGRESSIONAL COMMITTEES.—The term
“appropriate congressional committees” means the Committee
on Financial Services of the House of Representatives and the
Committee on Banking, Housing, and Urban Affairs of the Sen-
ate.

(2) DIRECTIVE POLICY RULE.—The term “Directive Policy
Rule” means a policy rule developed by the Federal Open Mar-
ket Committee that meets the requirements of subsection (c) and
that provides the basis for the Open Market Operations Direc-
tive.

(3) GDP.—The term “GDP” means the gross domestic product
of the United States as computed and published by the Depart-
ment of Commerce.

(4) INTERMEDIATE POLICY INPUT.—The term “Intermediate
Policy Input”™—

(A) may include any variable determined by the Federal
Open Market Committee as a necessary input to guide
open-market operations;

(B) shall include an estimate of, and the method of cal-
culation for, the current rate of inflation or current infla-
tion expectations; and

(C) shall include, specifying whether the variable or esti-
mate is historical, current, or a forecast and the method of
calculation, at least one of—

(i) an estimate of real GDP, nominal GDP, or poten-
tial GDP;



34

(i) an estimate of the monetary aggregate compiled
by the Board of Governors of the Federal Reserve Sys-
tem and Federal reserve banks; or

(iit) an interactive variable or a net estimate com-
posed of the estimates described in clauses (i) and (ii).

(5) LEGISLATIVE DAY.—The term “legislative day” means a
day on which either House of Congress is in session.

(6) OPEN MARKET OPERATIONS DIRECTIVE.—The term “Open
Market Operations Directive” means an order to achieve a speci-
fied Policy Instrument Target provided to the Federal Reserve
Bank of New York by the Federal Open Market Committee pur-
suant to powers authorized under section 14 of this Act that
guide open-market operations.

(7) PoLicy INSTRUMENT.—The term “Policy Instrument”
means—

(A) the nominal Federal funds rate;

(B) the nominal rate of interest paid on nonborrowed re-
serves; or

(C) the discount window primary credit interest rate most
recently published on the Federal Reserve Statistical Re-
lease on selected interest rates (daily or weekly), commonly
referred to as the H.15 release.

(8) POLICY INSTRUMENT TARGET.—The term “Policy Instru-
ment Target” means the target for the Policy Instrument speci-
fied in the Open Market Operations Directive.

(9) REFERENCE POLICY RULE.—The term “Reference Policy
Rule” means a calculation of the nominal Federal funds rate as
equal to the sum of the following:

(A) The rate of inflation over the previous four quarters.

(B) One-half of the percentage deviation of the real GDP
from an estimate of potential GDP.

(C) One-half of the difference between the rate of inflation
over the previous four quarters and two percent.

(D) Two percent.

(b) SUBMITTING A DIRECTIVE PoLicy RULE.—Not later than 48
hours after the end of a meeting of the Federal Open Market Com-
mittee, the Chairman of the Federal Open Market Committee shall
submit to the appropriate congressional committees and the Comp-
troller General of the United States a Directive Policy Rule and a
statement that identifies the members of the Federal Open Market
Committee who voted in favor of the Rule.

(¢) REQUIREMENTS FOR A DIRECTIVE PoLicy RULE.—A Directive
Policy Rule shall—

(1) identify the Policy Instrument the Directive Policy Rule is
designed to target;

(2) describe the strategy or rule of the Federal Open Market
Committee for the systematic quantitative adjustment of the
Policy Instrument Target to respond to a change in the Inter-
mediate Policy Inputs;

(3) include a function that comprehensively models the inter-
active relationship between the Intermediate Policy Inputs;

(4) include the coefficients of the Directive Policy Rule that
generate the current Policy Instrument Target and a range of
predicted future values for the Policy Instrument Target if
changes occur in any Intermediate Policy Input;
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(5) describe the procedure for adjusting the supply of bank re-
serves to achieve the Policy Instrument Target;

(6) include a statement as to whether the Directive Policy
Rule substantially conforms to the Reference Policy Rule and,
if applicable—

(A) an explanation of the extent to which it departs from
the Reference Policy Rule;

(B) a detailed justification for that departure; and

(C) a description of the circumstances under which the
Directive Policy Rule may be amended in the future;

(7) include a certification that such Rule is expected to sup-
port the economy in achieving stable prices and maximum nat-
ural employment over the long term; and

(8) include a calculation that describes with mathematical
pre((i:ision the expected annual inflation rate over a 5-year pe-
riod.

(d) GAO REPORT.—The Comptroller General of the United States
shall compare the Directive Policy Rule submitted under subsection
(b) with the rule that was most recently submitted to determine
whether the Directive Policy Rule has materially changed. If the Di-
rective Policy Rule has materially changed, the Comptroller General
shall, not later than 7 days after each meeting of the Federal Open
Market Committee, prepare and submit a compliance report to the
appropriate congressional committees specifying whether the Direc-
tive Policy Rule submitted after that meeting and the Federal Open
Market Committee are in compliance with this section.

(e) CHANGING MARKET CONDITIONS.—

(1) RULE OF CONSTRUCTION.—Nothing in this Act shall be
construed to require that the plans with respect to the system-
atic quantitative adjustment of the Policy Instrument Target de-
scribed under subsection (c)(2) be implemented if the Federal
Open Market Committee determines that such plans cannot or
should not be achieved due to changing market conditions.

(2) GAO APPROVAL OF UPDATE.—Upon determining that plans
described in paragraph (1) cannot or should not be achieved,
the Federal Open Market Committee shall submit an expla-
nation for that determination and an updated version of the Di-
rective Policy Rule to the Comptroller General of the United
States and the appropriate congressional committees not later
than 48 hours after making the determination. The Comptroller
General shall, not later than 48 hours after receiving such up-
dated version, prepare and submit to the appropriate congres-
sional committees a compliance report determining whether
such updated version and the Federal Open Market Committee
are in compliance with this section.

(f) DIRECTIVE PoLiCY RULE AND FEDERAL OPEN MARKET COM-
MITTEE NOT IN COMPLIANCE.—

(1) IN GENERAL.—If the Comptroller General of the United
States determines that the Directive Policy Rule and the Fed-
eral Open Market Committee are not in compliance with this
section in the report submitted pursuant to subsection (d), or
that the updated version of the Directive Policy Rule and the
Federal Open Market Committee are not in compliance with
this section in the report submitted pursuant to subsection
(e)(2), the Chairman of the Board of Governors of the Federal
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Reserve System shall, if requested by the chairman of either of
the appropriate congressional committees, not later than 7 legis-
lative days after such request, testify before such committee as
to why the Directive Policy Rule, the updated version, or the
Federal Open Market Committee is not in compliance.

(2) GAO AuUDIT.—Notwithstanding subsection (b) of section
714 of title 31, United States Code, upon submitting a report
of noncompliance pursuant to subsection (d) or subsection (e)(2)
and after the period of 7 legislative days described in para-
graph (1), the Comptroller General shall audit the conduct of
monetary policy by the Board of Governors of the Federal Re-
serve System and the Federal Open Market Committee upon re-
quest of the appropriate congressional committee. Such com-
mittee may specify the parameters of such audit.

(g) CONGRESSIONAL HEARINGS.—The Chairman of the Board of
Governors of the Federal Reserve System shall, if requested by the
chairman of either of the appropriate congressional committees and
not later than 7 legislative days after such request, appear before
such committee to explain any change to the Directive Policy Rule.

* * *k & * * *k

FEDERAL RESERVE BANKS.

SEC. 4. When the organization committee shall have established
Federal reserve districts as provided in section two of this Act, a
certificate shall be filed with the Comptroller of the Currency show-
ing the geographical limits of such districts and the Federal reserve
city designated in each of such districts. The Comptroller of the
Currency shall thereupon cause to be forwarded to each national
bank located in each district, and to such other banks declared to
be eligible by the organization committee which may apply there-
for, an application blank in form to be approved by the organiza-
tion committee, which blank shall contain a resolution to be adopt-
ed by the board of directors of each bank executing such applica-
tion, authorizing a subscription to the capital stock of the Federal
reserve bank organizing in that district in accordance with the pro-
visions of this Act.

When the minimum amount of capital stock prescribed by this
Act for the organization of any Federal reserve bank shall have
been subscribed and allotted, the organization committee shall des-
ignate any five banks of those whose applications have been re-
ceived, to execute a certificate of organization, and thereupon the
banks so designated shall, under their seals, make an organization
certificate which shall specifically state the name of such Federal
reserve bank, the territorial extent of the district over which the
operations of such Federal reserve bank are to be carried on, the
city and State in which said bank is to be located, the amount of
capital stock and the number of shares into which the same is di-
vided, the name and place of doing business of each bank executing
such certificate, and of all banks which have subscribed to the cap-
ital stock of such Federal reserve bank and the number of shares
subscribed by each, and the fact that the certificate is made to en-
able those banks executing same, and all banks which have sub-
scribed or may thereafter subscribe to the capital stock of such
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Federal reserve bank, to avail themselves of the advantages of this
Act.

The said organization certificate shall be acknowledged before a
judge of some court of record or notary public; and shall be, to-
gether with the acknowledgment thereof, authenticated by the seal
of such court, or notary, transmitted to the Comptroller of the Cur-
rency, who shall file, record and carefully preserve the same in his
office.

Upon the filing of such certificate with the Comptroller of the
Currency as aforesaid, the said Federal reserve bank shall become
a body corporate and as such, and in the name designated in such
organization certificate, shall have power—

First. To adopt and use a corporate seal.

Second. To have succession after the approval of this Act until
dissolved by Act of Congress or until forfeiture of franchise for vio-
lation of law.

Third. To make contracts.

Fourth. To sue and be sued, complain and defend, in any court
of law or equity.

Fifth. To appoint by its board of directors a president, vice presi-
dents, and such officers and employees as are not otherwise pro-
vided for in this Act, to define their duties, require bonds for them
and fix the penalty thereof, and to dismiss at pleasure such officers
or employees. The president shall be the chief executive officer of
the bank and shall be appointed by the Class B and Class C direc-
tors of the bank, with the approval of the Board of Governors of
the Federal Reserve System, for a term of 5 years; and all other
executive officers and all employees of the bank shall be directly re-
sponsible to the president. The first vice president of the bank shall
be appointed in the same manner and for the same term as the
president, and shall, in the absence or disability of the president
or during a vacancy in the office of president, serve as chief execu-
tive officer of the bank. Whenever a vacancy shall occur in the of-
fice of the president or the first vice president, it shall be filled in
the manner provided for original appointments; and the person so
appointed shall hold office until the expiration of the term of his
predecessor.

Sixth. To prescribe by its board of directors, by-laws not incon-
sistent with law, regulating the manner in which its general busi-
ness may be conducted, and the privileges granted to it by law may
be exercised and enjoyed.

Seventh. To exercise by its board of directors, or duly authorized
officers or agents, all powers specifically granted by the provisions
of this Act and such incidental powers as shall be necessary to
carry on the business of banking within the limitations prescribed
by this Act.

Eighth. Upon deposit with the Treasurer of the United States of
any bonds of the United States in the manner provided by existing
law relating to national banks, to receive from the Secretary of the
Treasury circulating notes in blank, registered and countersigned
as provided by law, equal in amount to the par value of the bonds
so deposited, such notes to be issued under the same conditions
and provisions of law as relate to the issue of circulating notes of
national banks secured by bonds of the United States bearing the
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circulating privilege, except that the issue of such notes shall not
be limited to the capital stock of such Federal reserve bank.

But no Federal reserve bank shall transact any business except
such as is incidental and necessarily preliminary to its organization
until it has been authorized by the Comptroller of the Currency to
commence business under the provisions of this Act.

Every Federal reserve bank shall be conducted under the super-
vision and control of a board of directors.

The board of directors shall perform the duties usually apper-
taining to the office of directors of banking associations and all
such duties as are prescribed by law.

Said board of directors shall administer the affairs of said bank
fairly and impartially and without discrimination in favor of or
against any member bank or banks and may, subject to the provi-
sions of law and the orders of the Board of Governors of the Fed-
eral Reserve System, extend to each member bank such discounts,
advancements, and accommodations as may be safely and reason-
ably made with due regard for the claims and demands of other
member banks, the maintenance of sound credit conditions, and the
accommodation of commerce, industry, and agriculture. The Board
of Governors of the Federal Reserve System may prescribe regula-
tions further defining within the limitations of this Act the condi-
tions under which discounts, advancements, and the accommoda-
tions may be extended to member banks. Each Federal reserve
bank shall keep itself informed of the general character and
amount of the loans and investments of its member banks with a
view to ascertaining whether undue use is being made of bank
credit for the speculative carrying of or trading in securities, real
estate, or commodities, or for any other purpose inconsistent with
the maintenance of sound credit conditions; and, in determining
whether to grant or refuse advances, rediscounts or other credit ac-
commodations, the Federal reserve bank shall give consideration to
such information. The chairman of the Federal reserve bank shall
report to the Board of Governors of the Federal Reserve System
any such undue use of bank credit by any member bank, together
with his recommendation. Whenever, in the judgment of the Board
of Governors of the Federal Reserve System, any member bank is
making such undue use of bank credit, the Board may, in its dis-
cretion, after reasonable notice and an opportunity for a hearing,
suspend such bank from the use of the credit facilities of the Fed-
eral Reserve System and may terminate such suspension or may
renew it from time to time.

Such board of directors shall be selected as hereinafter specified
and shall consist of nine members, holding office for three years,
and divided into three classes, designated as classes A, B, and C.

Class A shall consist of three members, without discrimination
on the basis of race, creed, color, sex, or national origin, who shall
be chosen by and be representative of the stock-holding banks.

Class B shall consist of three members, who shall represent the
public and shall be elected without discrimination on the basis of
race, creed, color, sex, or national origin, and with due but not ex-
clusive consideration to the interests of agriculture, commerce, in-
dustry, services, labor, [and consumers] consumers, and tradition-
ally underserved communities and populations.
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Class C shall consist of three members who shall be designated
by the Board of Governors of the Federal Reserve System. They
shall be elected to represent the public, without discrimination on
the basis of race, creed, color, sex, or national origin, and with due
but not exclusive consideration to the interests of agriculture, com-
merce, industry, services, labor, [and consumers] consumers, and
traditionally underserved communities and populations. When the
necessary subscriptions to the capital stock have been obtained for
the organization of any Federal reserve bank, the Board of Gov-
ernors of the Federal Reserve System shall appoint the class C di-
rectors and shall designate one of such directors as chairman of the
board to be selected. Pending the designation of such chairman, the
organization committee shall exercise the powers and duties apper-
taining to the office of chairman in the organization of such Federal
reserve bank.

No Senator or Representative in Congress shall be a member of
the Board of Governors of the Federal Reserve System or an officer
or a director of a Federal reserve bank.

No director of class B shall be an officer, director, or employee
of any bank.

No director of class C shall be an officer, director, employee, or
stockholder of any bank.

Directors of Class A and Class B shall be chosen in the following
manner:

The Board of Governors of the Federal Reserve System shall
classify the member banks of the district into three general groups
or divisions, designating each group by number. Each group shall
consist as nearly as may be of banks of similar capitalization. Each
member bank shall be permitted to nominate to the chairman of
the board of directors of the Federal reserve bank of the district
one candidate for director of Class A and one candidate for director
of Class B. The candidates so nominated shall be listed by the
chairman, indicating by whom nominated, and a copy of said list
shall, within fifteen days after its completion, be furnished by the
chairman to each member bank. Each member bank by a resolu-
tion of the board or by an amendment to its by-laws shall au